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FROM THE EDITOR 


With this issue, we begin a year in which you will receive six issues of 
AMJ. Therefore, you will receive an issue of AMJ every two months. As a 
result, the publication of AMJ now follows a different time sequence. You 
will receive issues in February, April, June, August, October, and December. 

Ialso am pleased to report that we received 108 manuscript submissions 
for the two initial special research forums to be published in December 1993. 
Because of the positive response to these forums, both in quantity and qual- 
ity of submissions, I have decided to continue this innovation for AMT. 
Included in this issue are calls for papers for two special research forums on 
(1) Intra- and Interorganizational Cooperation and Coordination and (2) In- 
novative Approaches to Intercultural/International Management Research. 
Both of these research forums represent areas in which new and exciting 
research is being conducted and in which there are significant opportunities 
for innovative research. Furthermore, these forums cross multiple disciplin- 
ary lines, both within and outside of the Academy of Management. There- 
fore, they represent opportunities for multiple scholars to publish their work 
in a collection in which it will receive special attention. 

Also, the proposals for special research forums were evaluated by a 
special panel of five reviewers representing multiple disciplines within the 
management field. These two forums were rated the highest and recom- 
mended by. the panel of reviewers. Therefore, the forums were selected in 
accordance with normal AMJ processes entailing competitive and blind re- 
view. I hope that you will carefully read and consider the call for papers for 
each of these forums. 

We continue to have a number of exciting developments at AMJ. For 
example, we received more new manuscript submissions in 1992 than in 
any previous 12-month period. In 1993, we should have another banner year 
for the Academy of Management Journal. You, as the authors, readers, and 
reviewers, are the primary reason for the continued development and suc- 

‘cess of this journal. I look forward to working with you in this, my final year 
of the editorship. 


Michael A. Hitt 
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ASSIGNMENT OF CREDIT AND BLAME FOR 
PERFORMANCE OUTCOMES 


J. MICHAEL CRANT 
University of Notre Dame 
THOMAS S. BATEMAN 
University of North Carolina at Chapel Hill 


Assigning credit and blame to others for their successful and unsuc- 
cessful performances is a ubiquitous, yet relatively unstudied, process 
in organizations. Using a sample of 120 accountants, we assessed three 
predictors of the assignment of credit and blame—self-handicapping, 
type of causal account, and performance outcome—and two conse- 
quences of such assigument: reward allocation and impressions of an 
actor. Use of self-handicapping and external causal accounts dimin- 
ished observers' assignments of blame for failure. In contrast, self- 
handicapping and causal accounts did not influence assignment of 
credit for success. Assignment of credit and blame significantly pre- 
dicted reward allocation and impressions of the actor. We discuss im- 
plications for theory and practice and directions for future research. 


H 
i 


When things go wrong in organizations, people try to avoid blame. Sim- 
ilarly, when things go well, people lobby for credit. Organizational actors 
often use political and impression management tactics to influence other 
peoples’ assigaments of credit and blame (Gioia, 1989; Jackall, 1988). Yet, 
despite the prevalence of these processes, credit and blame have received 
little attention in research on organizational behavior. 

The central variable of interest in this study was observers’ assignment 
of credit and blame. Following Hamilton, Blumenfeld, and Kushler (1988), 
we defined assignment of credit as an observer's assessment that an actor has 
exceeded some normative standard in a positive direction and assignment of 
blame as an assessment that an actor has exceeded the normative standard in 
a negative direction. These assignment processes are consequential; in or- 
ganizations, meaningful rewards, such as bonuses, may be awarded for ex- 
ceeding the boss's expectations in a positive direction, whereas negative 
outcomes, like docking of pay, may follow exceeding expectations in a neg- 
ative direction (Hamilton et al., 1988). For some actions, observers assign no 


This article is based on the first author's doctoral dissertation, completed at the University 
of North Carolina at Chapel Hill under the direction of the second author. We thank committee 
members William Bigoness, Benson Rosen, Debra Shapiro, and Carl Zeithaml for their com- 
ments and suggestions. We also thank Robert Vecchio and this journal's reviewers for their 
helpful comments on earlier versions of this article. 
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credit or blame because they believe that the actor's behavior fell within 
normative standards. 

Previous research has established that actors attempt to manipulate o 
servers' assignments of credit and blame. For example, organizational actors 
engage in blame management by attempting to manipulate perceivers' causal 
attributions (Bell & Tetlock, 1989). Actor's may also decide to continue a 
course of action when they are unable to diffuse blame for a failure (Leath- 
erwood & Conlon, 1987). Moreover, employees have a self-serving bias; they 
tend to take credit for their successes and blame external causes for their 
failures (Gioia, 1989; Sims & Gioia, 1984). Although researchers know that 
actors attempt to manipulate the assignment of credit and blame, relatively 
unstudied is the effectiveness of such manipulation attempts. 


PREDICTORS OF CREDIT AND BLAME 


A number of variables are likely to influence observers' assignments of 
credit and blame. We focused on two general categories of predictor vari- 
ables: performance outcomes and political behaviors, including self- 
handicàpping and causal accounts. 


Success and Failure‘ of Performance Outcomes 


An actor's performance is the fundamental cause— mediated by observ- 
ers' perceptions of the performance as a success or a failure—of the assign- 


-ment of credit and blame. People regularly assign credit and blame (Jackall, 


1988). Empirical research findings support the idea that observers will as- 
sign credit when an.actor exceeds some performance standard in a positive 
direction and blame when an actor exceeds some performance standard in a 
negative direction (Hamilton et al., 1988). Following particularly high or low 
performances, managers assigned credit and blame, respectively (Gioia & 
Sims, 1986). Hamilton and colleagues (1988) provided support for their as- 
sumption by noting that their subjects almost uniformly judged experimen- 
tal materials as the researchers had anticipated, with subjects given materi- 


‘als indicating success awarding credit and those given materials indicating 


failure awarding blame. Thus, a premise to our other hypotheses was that 
performance outcome will have a main effect on the assignment of credit and 


-blame. 


Hypothesis 1: Observers will assign credit to actors fol- 
lowing a successful performance and will assign blame to ` 
them following a failed performance. 


Political Behaviors 


Assignment of credit and blame is determined -by more than perfor- 
mance. People often: behave politically rather than passively in organiza- 
tions, particularly when events occur that may affect their careers. Organi- 
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zational politics involve "intentional acts of influence to enhance or protect 
the self-interest of individuals or groups" (Allen, Madison, Porter, Renwick, 
& Mayes, 1979). 

One political strategy that organizational actors employ is impression 
management (Allen et al., 1979). Impression management occurs when in- 
dividuals engage in behaviors intended to project to an audience a certain 
identity or image; the goal is to obtain rewards or protect personal resources 
or reputation (Schlenker, 1980) and to shape the interpersonal environment 
guiding audience behavior (Goffman, 1971). For example, actors may selec- 
tively present or intentionally distort information in organizational commu- 
nication networks, filtering information differently depending on the hier- 
archical direction of the communication (O'Reilly, 1978; O'Reilly & Roberts, 
1974). 

The present study investigated the effects on the assignment of credit 
and blame of two verbal impression management tactics involving the se- 
lective presentation of information: self-handicapping and causal accounts. 
These tactics surround performance outcomes: self-handicapping occurs be-. 
fore a performance, whereas causal accounts are offered afterward. 

Self-handicapping. Conceptually, self-handicapping is based on an in- 
tegration of two social psychological theories: attribution theory and impres- 
sion management theory (Arkin & Baumgardner, 1985). Self-handicapping is 
“any action or choice of performance setting that enhances the opportunity 
to externalize (or excuse) failure and to internalize (reasonably accept credit 
for) success” (Berglas & Jones, 1978: 406). A self-handicap therefore provides 
a persuasive, a priori, nonthreatening causal explanation for potential failure 
or sets the stage for an individual to receive more personal credit for success 
than might otherwise accrue (Arkin & Baumgardner, 1985; Shepperd & Ar- 
kin, 1989). Thus, people intend self-handicaps to influence the causal attri- 
butions others will make about their performance. A self-handicapper 
wishes to discount ability as a determinant of poor performance and to 
augment ability as a determinant of good performance. For example, an 
athlete who lets others know of his sprained ankle before a game is not 
expected to succeed. Observers attribute subsequent failure to the handicap 
and not to the athlete's ability or effort; if the athlete succeeds in spite of the 
handicap, observers attribute the success to the athlete's ability and effort. 

In a review of research on self-handicapping, Arkin and Baumgardner 
(1985) classified self-handicapping tactics along two dimensions: (1) the 
handicapper's action, which can be either a behavior (an “acquired action"), 
such as the use of drugs or alcohol, or a verbal portrayal of a handicap (a 
" claim"), like professing physical impairment; and (2) the locus of causality 
the actor is conveying, which can be internal or external. 

The most rational self-handicapping tactic in an organizational setting is 
presumed to be a claimed-external strategy. Organization members are less 
likely to invoke acquired handicaps like alcohol ingestion because they 
carry greater potential costs— such as increased likelihood of failure and 
long-term implications for observers' perceptions of the actor— than 
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claimed handicaps (Arkin & Baumgardner, 1985). Internal handicaps are less 
likely than external ones to be used because organizational actors must ap- 
pear competent, and internal handicaps like drug and alcohol use decrease 
perceptions of competence and violate norms of organizational conduct. The 
present study considered the effectiveness of a claimed-external self- 
handicapping tactic, asserting task difficulty. 

In sum, people employ self-handicapping tactics to decrease observers’ 
perceptions of responsibility for possible failures and enhance perceptions 
of responsibility for possible successes. Claimed-external self-handicaps are 
presumed to be prevalent in organizations because they do not diminish the 
probability of success or perceptions of competence. Because self- 
handicapping is intended to maximize credit for success and: minimize 
blame for failure, observers' assignments of credit and blame should be a 
function of an actor's use of a self-handicapping tactic. 


Hypothesis 2: When actors offer a claimed-external self- 
handicap, observers will assign them more credit for a 
successful performance and less blame for a failed per- 
formance. 


Causal accounts. Whereas self-handicapping occurs before an event un- 
folds, causal accounts are explanations, offered after an event is completed, 
regarding people's responsibility for their actions (Bies, 1987; Scott & Ly- 
man, 1968). Accounts are routinely expected when behavior is unexpected 
(Scott & Lyman, 1968). Internal accounts suggest personal responsibility for 
an outcome, and external accounts suggest that circumstances caused the 
outcome. Like self-handicapping, causal accounts are best understood from 
an attribution theory perspective. The attribution process involves reasoning 
backward from the observation of an event or behavior to a judgment about . 
its probable cause (Steers & Mowday, 1981). Actors may attempt to influence 
observers’ causal judgments by presenting post hoc accounts or explanations 
for behavior that refer to internal or external causes (Tedeschi & Reiss, 1981; 
Wood & Mitchell, 1981). The particular type of account used is a function of 
the locus of causality {internal or external) the actor wants the observer to 
adopt and of the outcome of the event (success or failure). 

An internal causal account suggests that an actor is personally respon- 
sible for an outcome. Two types of internal accounts that arise are entitlings 
and apologies. An entitling is an account that follows a successful event and 
is designed to allow the actor to gain responsibility for the event. The actor 
tries to maximize personal responsibility so that observers make disposi- 
tional (internal) attributions regarding the success (Tedeschi & Reiss, 1981). 
An apology is an account, expressing remorse for performance failure, in 
which the actor does not deny responsibility or attempt to mitigate his or her 
role as a causal agent (Wood & Mitchell, 1981). Thus, the actor who apolo- 
gizes for a failure suggests internal causality but recognizes the undesirabil- 
ity of the act. 

An external causal account suggests that an actor is not personally re- 
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sponsible for an outcome. Two types of external accounts, whose use again 
depends on performance outcomes, are modest accounts and excuses. Mod- 
est accounts are those in which actors shift causal attributions for successes 
away from themselves (Cialdini & Nicholas, 1989). Actors offer excuses by 
attempting to locate causality for a performance failure in situational ele- 
ments over which they have little control (Scott & Lyman, 1968; Wood & 
Mitchell, 1981). Wood and Mitchell found that observers assigned actors 
who offered excuses low responsibility for a poor performance. 

In sum, political actors may use either internal or external accounts for 
their performances to influence observers' causal attributions. The specific 
category of internal or external account used depends on the success or 
failure of a performance. Employees may use entitling and modesty to shift 
credit toward themselves following a success. They may use apologies and 
excuses to shift blame away from themselves following a failure. Taese 
tactics vary in the extent to which they accomplish the shifting of creditand 
blame largely through the locus of causality they imply. Thus, an observer’s 
assignment of credit or blame appears to be an interactive function oí the 
success or failure of an outcome and the actor's use of internal or external 
accounts. 


Hypothesis 3: When actors offer an internal rather than 
external causal account, observers will assign them more 
credit for a successful performance and more blame for a 
failed performance. 


Another effect of interest is a predicted three-way interaction among 
performance outcome, self-handicapping, and causal accounts. Four combi- 
nations of political and impression management tactics can be applied to 
both success and failure: self-handicapping, internal account; self- 
handicapping, external account; no self-handicapping, internal account; and 
no self-handicapping, external account. These possibilities suggest some 
intriguing strategies for organizational actors. For example, after a failure the 
least amount of blame may accrue to an actor who provided a self-handicap 
before and offered an excuse after the event. These two political behaviors 
are consistent with each other in that the actor notes external constraints on 
the performance both before and after it. Similarly, an actor who selí- 
handicaps and offers an internal account for an event should receive the 
most credit because the observer is led to believe that the actor overcame the 
external constraints suggested by the self-handicap through personal (inter- 
nal) qualities like effort and ability. 

Thus, assignment of credit and blame may be a complex function of 
self-handicapping, success or failure, and causal account. Self-handicapping 
mitigates blame for failures and increases credit for successes. An internal 
account maximizes both credit for successes and blame for failures. Thus, 


Hypothesis 4: Among actors who provide an internal ac- 
count, those who claim an external self-handicap will 
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receive greater credit for success and less blame for fail- 
ure than those who do not self-handicap. This effect will 
be less pronounced when actors offer an external causal 
account. 


CONSEQUENCES OF CREDIT AND BLAME 


In addition to investigating the causes of the assignment of credit and 
blame, this research also investigated two consequences of such assign- 
ments: reward allocation and observers' impressions of actors. 


Reward Allocation 


Because rewards have a sizable influence on employee behavior and 
organizational effectiveness, their allocation is a critical managerial decision 
(Freedman & Montanari, 1980; Pfeffer & Langton, 1988). It is likely that 
reward allocation decisions are at least in part a function of the assignment 
‘of credit. Similarly, if an employee is blamed for a negatively perceived or 
unsuccessful event, sanctions or a lack of reward should follow (Wood & 
Mitchell, 1981). Reward allocation depends on the ultimate success or fail- 
ure of an event as well as on observers' perceptions of an actor's responsi- 
bility for the event: 


Hypothesis 5: The assignment of credit and blame will 
have a positive relationship with reward allocation; a 
high level of credit for success will be associated with 
high reward allocation, and a high level of blame for fail- 
ure will be associated with low reward allocation. 


Observers’ Impressions of Actors ` 


In addition to affecting reward allocation, the assignment of credit and 
blame is likely to influence observers' impressions of actors. The primary 
goal of impression management is to control the impressions held by ob- 
servers. But since much impression management is aimed at manipulating 
observers' impressions of an actor for a specific performance (cf. Fletcher, 
1989; Giacalone, Pollard, & Brannen, 1989), it seems likely that the primary 
effect of impression management is on observers' assignments of credit and 
blame for that performance. Assignments of credit and blame in turn influ- 
ence observers' impressions of actors. 

The present research drew on three components of observers' general 
impressions of actors: affect, esteem, and organizational citizenship. Affect 
refers to reactions such as like, dislike, preference, evaluation, pleasure, and 
displeasure (Tsui & Barry, 1986). Assignments of credit and blame are also 
likely to influence the general esteem in which an observer holds an actor, 
or the extent to which the actor is highly regarded. Finally, assignments of 
credit and blame are likely to influence an observer's perception of an actor 
as a solid organizational citizen or “good soldier" (Bateman & Organ, 1983; 
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Organ, 1988). Considering that affect, esteem, and organizational citizenship 
behavior are elements of the general impression of an actor, we predicted: 


Hypothesis 6: The assignment of credit and. blame will 
have a positive relationship with impressions of an actor; 
a high level of credit for success will be associated with 
positive impressions, and a high level of blame for failure 
will be associated with less positive impressions. 


Figure 1 summarizes the hypothesized effects. Hypotheses 3 and 4 in- 
dicated on intersecting arrows, are interactive effects. 


: METHODS 
Research Design 


A two-by-two-by-two factorial design was used in this research. We 
manipulated three independent, variables with two levels each: self- 
handicapping by an actor (use or no use), performance outcome (success or 
failure), and type of causal account offered by the actor (internal or external). 
Each subject was exposed to only one level of each independent variable in 
8 between-subjects design. à 


Sample 


The research site was the New York City office of a “‘big-six” accounzing 
firm. We collected data from 120 employees representing three levels of the 
firm's hierarchy: 57 staff accountants, whose average tenure with the firm 


FIGURE 1 
Model of Hypothesized Relationships 
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was 1.2 years; 37 senior accounts, whose average tenure was 2.6 years; and 
26 supervisors, whose average tenure was 4.0 years. The mean age of the 
accountants sampled was 26 years, and 48 percent were women. The mean 
amount of accounting experience was 3 years, and the overall average tenure 
with the firm was 2.2 years. Participation in the study was voluntary, and 
subjects were guaranteed complete confidentiality and anonymity. 


Procedures 


Subjects were randomly selected from a list of all of the staff, senior, and 
supervisory accountants employed by the New York City office of the ac- 
counting firm. Of the employees contacted, 88 percent participated in the 
study. We stratified the sample according to job level and then randomly 
assigned subjects to one of eight experimental conditions. An accounting 
firm employee hand-delivered the experimental materials to the subjects 
and asked them to return these materials via intracompany mail to the office 
of one-of the firm's partners. A memorandum from the partner explained the 
firm's interest in the research project and requested the selected employees' 
participation. Instructions indicated that the material contained a scenario 
describing an event in a large accounting firm and assured the participants 
of the confidentiality of their responses to questions about the scenario. 

The scenarios were written to be relevant to the sample. The context of 
this experiment was an accounting firm's audit of a client, a typical service 
` provided by accounting firms. The context provided an opportunity to study 
the assignment of credit and blame and to manipulate the independent vari- 
ables in a setting that was both familiar and realistic to the subjects. By 
designing the problem, context, described action, and terminology to pro- 
voke the subjects' interest and involvement, we increased the likelihood of 
obtaining an accurate description of their decision-making processes (Fred- 
rickson & Mitchell, 1984). 

Accounting faculty members and a partner with the firm studied con- 
tributed to the development of the scenario. To ensure that the scenarios and 
experimental manipulations were realistic and valid, we conducted a pretest 
with 32 students enrolled in a Master of Accounting degree program at a 
large, southeastern state university. The results of the pretest indicated that 
all three manipulations were effective. 

The scenarios began by describing an accounting firm's current audit of 
a major client and introducing the protagonist, a staff accountant named 
Richard Emmitt. All subjects learned that Emmitt would work on the inven- 
tory audit portion of the job. 

At this point, the scenarios manipulated the independent variables. In 
the scenarios read by half the subjects, Emmitt employed a verbal self- 
handicapping strategy, asserting that the task was difficult to excuse possible 
failure. Emmitt gave his boss several reasons why this audit would be an 
extremely difficult assignment; one reason, for example, was that the client 
had installed a new computer system that had a number of “bugs” yet to be 
worked out, making it difficult to obtain accurate data. 
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The success or failure of the performance was manipulated throuzh a 
Statement in the scenarios comparing the number of hours taken to complete 
the audit to the budgeted hours. The budget for the inventory audit of a 
company was always 250 hours. The scenario for subjects in the success 
condition said that the actual time needed to complete this portion of the 
audit was 175 hours (30 percent under budget); for those in the failure 
condition, the actual time required was said to be 325 hours (30 percent 5ver 
budget). 

The final independent variable manipulated was the actor's use af an 
internal or external causal account. The scenarios stated that firm manage- 
ment believed the 250 hours budgeted was reasonable on the basis of past 
experiences with the client, and they wanted to know why the actual hours 
differed by such a large margin. In half the scenarios, the actor presented an 
internal account; half of these included entitling for success, and half in- 
cluded apology for failure. The other subjects read scenarios containing 
external accounts; in half, the actor invoked modesty to account for success, 
and in half, he made an excuse for failure. Subjects in the entitling condition 
of the causal account manipulation, for instance, read that Emmitt took . 
credit for the success by suggesting that his own ability and effort in terms 
of preparation for the job led to the successful audit. The Appendix pres3nts 
the complete text of the manipulations. 


Dependent Variables 


The dependent variables were observer assignment of credit and blame, 
allocation of rewards to the actor, and impressions of the actor. 

Assignment of credit and blame. Because we conceptualized assign- 
ment of credit and blame in the same fashion as Hamilton and colleagues 
(1988), we followed their technique for defining the construct, measu-ing 
this dependent variable with five items. The items allowed a subject to cffer 
an opinion as to whether the actor deserved credit or blame and to indicate 
how much credit or blame was warranted. Two items employed a 7-point 
Likert scale ranging from 1, "strongly disagree,” to 7, "strongly agree"; one 
of the two items was “I blame Richard Emmitt for not doing a better job.” 
Three items employed an 11-point semantic differential scale; its anchors 
were “high blame" and “high credit," and the midpoint was "neither credit 
nor blame." A sample item using this scale was “How much credit or bleme 
does Richard Emmitt deserve for his performance in the inventory audit of 
Lyle Industries?" 

Reward allocation. Four 7-point Likert items measured the exten- to 
which a subject believed that the actor in the scenario deserved some re- 
ward. A partner of the accounting firm from which the sample was drewn 
helped identify four rewards presumed to have a positive valence for most 
accountants. 

The first item measured the extent to which the actor deserved desireble 
new assignments, reflecting the notion that valued work assignments car be 
thought of as extrinsic rewards. Tbe second item measured the exten: to 
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which the actor deserved praise for his work. The third item measured the 
extent to which a subject thought others in the firm would request the actor 
for other assignments. The partner in the accounting firm indicated that 
when employees do an outstanding job on an engagement, the firm's infor- 
mal communication network passes that information along. As a result, the 
employee is in demand for other assignments. The final item assessed the 
likelihood of the actor's future promotion if he continued to perform as he 
did in the scenario. 

Observers' impressions of the actor. Seven-point Likert-type items mea- 
sured each of the components of impressions that were included in Hypoth- 
esis 6: affect, esteem, and observer impressions of the degree to which the 
actor was a good organizational citizen. We measured affect with a three- 
item scale used by Tsui and her colleagues (Tsui & Barry, 1986; Tsui & Gutek, 
1984). This scale has three components: admiration, respect, and liking (e.g., 
“From what I know about Richard Emmitt, I think I would like him"). Es- 
teem was measured with one 7-point Likert-type item (“I hold Richard Em- 
mitt in a great deal of esteem"). Finally, we measured observers’ perceptions 
of the actor's citizenship behavior with three items assessing the extent to 
which the actor's behaviors facilitated organizational effectiveness. We con- 
sidered using existing scales on organizational citizenship behavior (see 
Organ [1988] for a complete analysis of those measures) but rejected them 
because they measured several citizenship behaviors the present study's 
scenarios did not include. We generated three items based on the general 
concept of organizational citizenship behavior specifically for this study; an 
example is "In my view, Richard Emmitt is a 'good soldier' in that he does 
his job well." 

A principal components analysis was conducted on the seven items 
making up these three variables. All items loaded on one factor, with the 
smallest loading being .58. Coefficient alpha for the seven-item scale was 
.87. Thus, our impressions measure appears to be internally consistent. Ac- 
cordingly, we summed responses to the seven items to obtain a single value 
for general impressions of the actor. 

Reliability is necessary for construct validity, but not sufficient 
(Schwab, 1980). Therefore, we considered other elements of the construct 
validity of our impressions measure. Tsui and her colleagues (Tsui & Barry, 
1986; Tsui & Gutek, 1984; Tsui & O'Reilly, 1989) have provided some evi- 
dence for the predictive and discriminant validity of the affect component of 
our impressions measure. Concerning discriminant validity, we found in- 
significant correlations between impressions of the actor and a number of 
theoretically unrelated variables, such as attributions toward the actor and 
observers’ age, gender, and work experience. Thus, previous research and 
the findings of the present study provide some evidence for the construct 
validity of our impressions measure.* 


1 To assess the potential for common method variance among the scales measuring assign- 
(continued) 
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Open-ended and Demographic Items 


The subjects also answered open-ended questions designed to reveal 
why they reacted as they did to the actor's hypothetical impression man- 
agement strategies. Finally, the subjects completed several items asking for 
information about their age, gender, work experience, managerial experi- 
ence, and current position with the firm. 


Manipulation Check Items 


All subjects completed a questionnaire testing the impact of the exper- 
imental manipulations. The questionnaire contained nine Likert-type items, 
three for each independent variable. Sample manipulation check items are: 
“Before the engagement, Richard Emmitt claimed that the inventory audit of 
Lyle Industries was a difficult assignment" (self-handicapping); "Based on 
the time that it took to complete, I would call the inventory audit a success” 
(performance outcome); "When the engagement was completed, Richard 
Emmitt suggested that there were reasons beyond his control that accounted 
for the budget variance" (causal account). 


RESULTS 
Manipulation Checks 


Summing ratings on the three items for each manipulation check, we 
obtained Cronbach's alphas for the self-handicapping, performance out- 
come, and causal account scales of .91, .74, and .89, respectively. An anal- 
ysis of variance (ANOVA) was performed for each of these indexes, with the 
independent variable determined by the corresponding manipulation. For 
the three main effects, the respective Fs were 465.40, 358.10, and 442.63 (df 
= 1,118, p « .001). In all cases, cell means indicated that the manipulations 
had the intended effects. There were no significant interaction effects. 


Tests of Hypotheses 


Table 1 displays the mean response levels, standard deviations, internal 
consistencies, and intercorrelations for assignment of credit and blame, im- 
pressions of the actor, and reward allocation. All scales had acceptable re- 
liabilities. ` 

Predictors of assignment of credit and blame. Hypotheses 1 through 4 
predicted that the three independent variables would have a variety of ef- 
fects on the assignment of credit and blame. To test those hypotheses, we 


ment of credit and blame, reward allocation, and impressions, we computed a factor annlysis 
using a varimax rotation on the items composing those variables. Finding a single, global factor 
would have indicated that common method variance accounted for the relations among scales 
(Lee, Earley, Lituchy, & Wagner, 1991; Podsakoff & Organ, 1986). The analysis revealed no one 
general factor but yielded three underlying factors. Thus, common method variance does not 
appear to explain the results of this study. 
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TABLE 1 
Summary Statistics and Correlations* 
Number of 
Variables Items . Means s.d. 1 2 3 
1. Assignment of 
credit and blame 5 3.03 9.35 .93 
2. Impressions 7 29.44 6.61 65 .87 
3. Rewards 4 17.04 5.49 .83 74 .B9 


. * Coefficient alpha reliability coefficients are shown on the diagonal. All correlations are 
significant at p « .001. 


performed a complete three-way analysis of variance. Table 2 presents its 
results. Table 3 shows cell means and standard deviations for the complete 
two-by-two-by-two design. 

The data supported Hypothesis 1, predicting that assignment of credit 
will be associated with successful performance and assignment of blame 
with failed performance. As Table 2 shows, the main effect term for perfor- 
mance outcome was significant. Since we designed the scale measuring the 
assignment of credit and blame so that positive numbers represent credit and 
negative numbers represent blame, the cell means support the hypothesis. 
Subjects in the successful performance condition assigned credit to the actor 
(X — 9.55, s.d. — 5.14), and those in the failed performance condition as- 
signed blame (x = —3.48, s.d. = 7.98). 

Hypothesis 2 predicts that self-handicapping will have a main effect on 
the assignment of credit and blame, reflecting the idea that self- 
handicapping will reduce blame for failures and enhance credit for suc- 
cesses. As Table 2 shows, the self-handicapping main effect term was insig- 
nificant. Importantly, though, the interaction of self-handicapping and out- 
come was significant, indicating that the effect of self-handicapping differed 


TABLE 2 
Results of Analysis of Variance 
Mean 
Variables df Squares F w? 
Performance outcome 1 5,096.03 151.03*** A8 
Self-handicapping 1 61.63 1.83 
Causal account 1 410.70 12.17** .04 
Outcome X handicap 1 546.13 10.19*** DI 
Outcome X account 1 496.13 14.70*** .04 
Handicap X account 1 8.53 0.25 ` 
Outcome X handicap X account 1 7.50 0.22 
Error 112 3,779.20 
*p«.05 
D p<.01 


*** p < 001 
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TABLE 3 
Response Levels 
Self-handicapping No Self-handicapping 
Success Failure Success: Failure 

Variables Means s.d. Means s.d. Means sd. Means s.d 
Internal account 

Credit and blame 7.80 5.87 — 4.53 6.80 11.67 5.50 — 10.20 6.57 

Rewards- 20.00 4.42 13.47 3.07 21.20 3.99 8.93 5.22 

Impressions 31.26 5.42 26.27 6.67 31.06 5.02 21.80 8.43 
External account 

Credit and blame 8.47 3.38 3.27 6.42 10.27 5.02 — 2.47 6.16 

Rewards 20.07 2.46 18.73 3.08 19.80 2.78 14.13 4.27 

Impressions 31.60 3.66 32.67 5.45 33.20 3.65 27.67 5.54 


for the success and failure conditions. The cell means indicated that when 
the actor self-handicapped before a performance failure, subjects assigned 
him less blame (X = — 0.63, s.d. = 7.61) than when he did not self-handicap 
(x = —6.33, s.d. = 7.39); this effect was significant UR, sa = 8.66, p < .01). 
Conversely, when the actor self-handicapped before a performance success, 
subjects assigned him less credit (X — 8.13, s.d. — 4.72) than when he did 
not self-handicap (x — 10.97, s.d. — 5.22); this effect was also significant 
(Fisa = 4.86, p < .05). 

Hypothesis 3 predicts an interaction between type of causal account and 
performance outcome. Table 2 reveals that this interaction term was signif- 
icant. Following failure, the actor offering an external account was assigned 
less blame (x — 0.40, s.d. — 6.83) than the actor offering an internal account 
(x = —7.37,s.d. = 7.18); this effect was significant (F, sẹ = 18.43, p < .01). 
However, the type of causal account had little effect on the assignment of 
credit. Following a successful performance, the actor offering an external 
account (x — 9.37, s.d. — 4.30) received almost as much credit as the actor 
offering an internal account (X — 9.73, s.d. — 5.92). This effect failed to reach 
significance (P, on = .08, n.s.) Thus, external accounts diminished the neg- 
ative impact of failure, but internal accounts magnified that impact. Ac- 

. counts had little effect on observers' assignments of credit or blame for a 
successful performance. 

Results did not support Hypothesis 4, which predicted a three-way in- 
teraction among the independent variables influencing observers' assign- 
ments of credit and blame. 

Consequences of the assignment of credit and blame. Hypothesis 5 pre- 
dicts a positive relationship between observers' assignments of credit and 
blame and reward allocation, with high credit being associated with high 
rewards and high blame being associated with low rewards. The zero-order 
correlation coefficient (see Table 1) between assignment of credit and blame 
and reward allocation was .83 (p « .001), supporting the hypothesis. 

Hypothesis 6 predicts a positive relationship between observers' assign- 
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ments of credit and blame and impressions of the actor, with high credit 
associated with highly positive impressions and high blame associated with 
less positive impressions. The zero-order correlation coefficient between 
assignment of credit and blame and impressions of the actor was .65 (p « 
.001), supporting the hypothesis. 


DISCUSSION 


This experiment generated a significant and informative set of results. 
The findings regarding the effects of self-handicapping and causal accounts 
on the assignment of credit and blame are particularly noteworthy. 

We predicted that the use of self-handicapping would decrease blame 
following a failure and increase credit following a success. Self- 
handicapping did diminish blame following a failed performance. But it also 
diminished credit following a successful performance. Thus, self- 
handicapping is a risky tactic. Because a self-handicap is offered before a 
performance, the performance outcome and the impact of the self- 
handicapping tactic are unknown to the actor. If the actor fails, the tactic will 
result in. observers’ assigning less blame than they would otherwise. How- 
ever, if the actor succeeds, observers will give the actor less credit. In gen- 
eral; then, it appears that self-handicapping diminishes observers’ attribu- 
tions to internal causes. 

Another prediction was that an actor’s use of internal rather than exter- 
nal causal accounts would lead observers to assign more credit for a suc- 
cessful performance and more blame for a failed performance than they 
would otherwise. As was expected, the actor offering an external account for 
a performance failure received less blame than the actor offering an internal 
account. Inconsistent with the hypothesis was the finding that the type of 
account offered for a successful performance had no significant effect on the 
amount of credit assigned. This finding suggests that following a successful 
event, an actor’s attempts to garner credit by providing causal accounts may 
be ineffective. However, following a failure, external causal accounts appear 
to be effective in decreasing the blame the actor receives. 

One explanation for these results may lie in the experimental condi- 
tions’ effect on an observer’s affective state, defined as how a person feels at 
a given time (cf. George, 1991; Watson & Pennebaker, 1989). When the im- 
pression management tactics and the performance outcome were consis- 
tent—for example, failure. followed self-handicapping— observers expected 
the performance outcome, and a positive affective state may have resulted. 
However, when the tactic and outcome were inconsistent, as when success 
followed self-handicapping, the observer may have experienced dissonance, 
disappointment, and a negative affective state. Similarly, observers may ex- 
pect causal accounts after failure, but experience dissonance or even resent 
an actor’s causal account following success. 

A second explanation draws on cognitive categorization theory (e. EN 
Feldman, 1981). Observers' assignments of credit and blame can be thought 
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of as an informal appraisal of an actor's performance. Advocates of cognitive 
categorization theory assert that performance raters assign people to catego- 
ries or prototypes using two distinct cognitive processes: automatic and 
controlled processes. The automatic process of placing a person in a category 
is invoked when a rater perceives that the person's behavior is consistent 
with the rater's expectations. When the person's behavior departs from ex- 
pectations, a controlled process of category placement occurs. 

For subjects in the self-handicapping condition in this study, the actor's 
self-handicap may have created an expectation that his failure was likely. 
When the actor did fail, expectations were met and automatic cognitive 
categorization processes were invoked. Responses to open-ended questions 
suggested that the observers generally categorized the actor as a “good citi- 
zen" in that he worked ahead of time to prepare for the audit and informed 
his superiors of potential problems. But when the actor succeeded following 
self-handicapping, the actual performance deviated from expected perfor- 
mance. According to Feldman (1981), controlled cognitive processing would 
then be invoked, and observers would seek further information by such 
means as paying closer attention to the causal accounts. Thus, observers 
interpreted the causal accounts on the basis of their consistency with the 
categorizations arising from the self-handicap and performance outcome. 
When accounts and categorizations were inconsistent, open-ended re- 
sponses suggested that observers saw the actor as politically motivated. 
When subjects were not exposed to the self-handicap, their categorizations 
appear to have been largely determined by whether the actor's causal ac- 
count was consistent with the performance outcome. 


IMPLICATIONS AND CONCLUSIONS 


The results of this study contain a number of implications. First, the 
study enhances understanding of how self-handicapping, success and fail- 
ure, and internal and external causal accounts affect the assignment of credit 
and blame. These relationships were previously unstudied. The findings 
show that self-handicapping and causal accounts are more effective impres- 
sion management tactics when they are employed in conjunction with fail- 
ure rather than success. In addition, the research represents a first empirical 
step toward revealing the relationship between the assignment of credit and 
blame and the subsequent distribution of rewards and general impressions 

of actors. 
Second, the results indicate the utility of studying self-handicapping as 
an independent, rather than dependent, variable. Most research on self- 
handicapping has focused on identifying types of self-handicapping tactics 
and the conditions under which they are likely to be employed (Arkin & 
Baumgardner, 1985; Berglas & Jones, 1978; Shepperd & Arkin, 1989). We 
viewed self-handicapping as an independent variable by examining its ef- 
fectiveness in influencing the assignment of credit and blame. The results 
indicate that a prevalent assumption in the social psychology literature 
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(Jones & Berglas, 1978; Leary & Shepperd, 1986; Shepperd & Arkin, 1989)— 
that self-handicapping before a successful performance leads to increased 
credit— may not be accurate. 

Third, the study is among the first —paradoxically, given the label for 
the process—to empirically examine the effect of impression management 
on observers' impressions of an actor. Observers' impressions of actors 
should be a fundamental CUM of future impression management re- 
search. 

Fourth, the Se has implications for researchers interested in 
studying political behaviors. The study demonstrates that political behav- 
iors, such as self-handicapping and the use of internal and external causal 
accounts, can be fruitfully studied in an experimental setting. Little research 
has approached politics via experimental methods. Most previous studies of 
politics have employed survey methods (e.g., Allen et al, 1989; Gandz & 
Murray, 1980). The high degree of control an experiment offers can be useful 
in studying the effectiveness of various political tactics, the conditions un- 
der which political behavior occurs, the particular types of behaviors se- 
lected in specific situations, and the potential attitudinal and behavioral 
consequences of the perception that a work environment is political (Ferris 
& Kacmar, 1988). 

Finally, through the present research we have broadened the domain of 
organizational action explained by cognitive categorization theories by con- 
sidering the cognitive processes leading to the assignment of credit and 
blame. Theories of person perception, previously employed primarily to 
understand formal performance appraisal processes, are directly applicable 
to the assignment of credit and blame. This relationship follows from the 
recognition that the assignment of credit and blame is an ongoing organiza- 
tional process and can be considered an informal performance appraisal. 

As to the generalizability of the findings, potential limitations should be 
noted. The big-six accounting firms are heterogeneous in structure and cul- 
ture (Dirsmith & Covaleski, 1985), but public accounting firms and their 
employees may also differ from other industries and their employees. These 
differences may limit our ability to generalize these findings to other set- 
tings. However, the experimental method did employ working adults re- 
sponding to a task highly relevant to their careers, a widely generalizable 
situation. 

The potential for measurement problems existed in this study, The con- 
struct validity of our impressions measure has not yet been conclusively 
established, although some evidence supports the construct validity of the 
affect component of this scale (e.g., Tsui & Barry, 1986; Tsui & O'Reilly, 
1989); and factor analysis showed our scale, which included Tsui and col- 
leagues', to be unidimensional. Also, the potential for common method vari- 
ance among the general impressions, reward allocation, and assignment of 
credit and blame measures may indicate that independent confirmation of 
the relationships among these variables is required. 

Future research could investigate the effectiveness of other impression 
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management tactics, such as self-descriptions and the use of a third party 
(e.g., a peer or mentor) to influence observers (Gardner & Martinko, 1988). 
The effectiveness of other political tactics, such as blaming others (Shapiro 
& Bies, 1988), selectively using information (Fandt & Ferris, 1990; O'Reilly, 
1983), and ingratiation (Liden & Mitchell, 1988, 1989) could also be studied 
in this context. Researchers might also examine different self-handicapping 
tactics and behaviors other than claimed-external handicaps. For example, 
what are the effects on the assignment of credit and blame of acquired- 
internal handicaps (such as reduced effort), acquired-external handicaps (for 
instance, choosing difficult goals), and claimed-internal handicaps (e.g., 
physical complaints)? In addition, individual differences in actors’ impres- 
sion management ability may moderate the success with which they use 
individual tactics. 

The effects of impression management behaviors on self-appraisals and 
self-beliefs (Schlenker & Trudeau, 1990) might also be studied profitably. We 
examined the effect of two impression management tactics on observers’ 
responses. Future research could consider the impact of the same variables 
on an actor’s self-evaluations and other responses. 

The present research studied an important variable that has received 
very little attention in previous research on organizational behavior: the 
assignment of credit and blame. We have shown that both performance and 
political behaviors influence the assignment of credit and blame and that 
important consequences result from such attributions. This area of research 
is ripe for further investigation. 


REFERENCES 


Allen, R. W., Madison, D. L., Porter, L. W., Renwick, P. A., & Mayes, B. T. 1979. Organizational 
politics: Tactics and characteristics of its actors. California Management Review, 22(1): 
77—83. 


Arkin, R. M., & Baumgardner, A. H. 1985. Self-handicapping. In J. H. Harvey & G. Weary (Eds.), 
Attribution: Basic issues and applications: 168—202. Orlando, FL: Academic Press. 


Bateman, T. S., & Organ, D. W. 1983. Job satisfaction and the good soldier: The relationship 
between affect and employee "'citizenship." Academy of Management Journal, 26: 587 — 
595. 


Bell, N. E, & Tetlock, P. E. 1989. The intuitive politician and the assignment of blame in 
organizations. In R. A. Giacalone & P. Rosenfeld (Eds.), Impression management in the 
organization: 105—123. Hillsdale, NJ: Erlbaum. 


Berglas, S., & Jones, E. E. 1978. Drug choice as a self-handicapping strategy in response to 
noncontingent success. Journal of Personality and Social Psychology, 36: 405—417. 


Bies, R. J. 1987. The predicament of injustice: The management of moral outrage. In L. L. 
Cummings & B. M. Staw (Eds.), Research in organizational behavior: vol. 9: 289—319. 
Greenwich, CT: JAI Press. 


Cialdini, R. B., & Nicholas, M. E. 1989. Self-presentation by association. Journal of Personality 
and Social Psychology, 57: 626—631. 


Dirsmith, M. W., & Covaleski, M. A. 1985. Informal communications, nonformal communica- 
tions, and mentoring in public accounting firms. Accounting, Organizations, & Society, 
10: 149—170. 


24 Academy of Management Journal February 


Fandt, P. M., & Ferris, G. R. 1980. The management of information and impressions: When 
employees behave opportunistically. Organizational Behavior and Human Decision Pro- 
cesses, 45: 140—158. 


Feldman, J. M. 1981. Beyond attribution theory: Cognitive processes in performance appraisal. 
Journal of Applied Psychology, 66: 127—148. 


Ferris, G. R., & Kacmar, K. M. 1988. Organizational politics and affective reactions. Paper 
presented at the 30th annual meeting of the Southwest Division of the Academy of Man- 
agement, San Antonio, TX. 


Fletcher, C. 1989. Impression management in the selection interview. In R. A. Giacalone & P. 
Rosenfeld (Eds.), Impression management in the organization: 269—282. Hillsdale, NJ: 
Erlbaum. 


Fredrickson, J. W., & Mitchell, T. R. 1984. Strategic decision processes: Comprehensiveness and 
performance in an industry with an unstable environment. Academy of Management 
Journal, 27: 399—423. 


Freedman, S. M., & Montanari, J. R. 1980. An Integrative model of managerial reward allocation. 
Academy of Management Review, 5: 381—390. 


Gandz, J., & Murray, V. V. 1980. The experience of workplace politics. Academy of Manage- 
ment Journal, 23: 237—251. 


Gardner, W. L., & Martinko, M. J. 1988. Impression management in organizations. Journal of 
Management, 14: 321—338. 


George, J. M. 1991. State or trait: Effects of positive mood on prosocial behaviors at work. 
Journal of Applied Psychology, 76: 299—307. 


Giacalone, R. A., Pollard, H. G., & Brannen, D. E. 1989. The role of forensic factors and grievant 
impression management on labor arbitration decisions. In R. A. Giacalone & P. Rosenfeld 
(Eds.), Impression management in the organization: 315—326. Hillsdale, NJ: Erlbaum. 


Gioia, D. A. 1989. Self-serving bias as a self-sensemaking strategy: Explicit versus tacit impres- 
sion management. In R. A. Giacalone & P. Rosenfeld (Eds.), Impression management in the 
organization: 219—235. Hillsdale, NJ: Erlbaum. 


Gioia, D. A., & Sims, H. P., Jr. 1986. Cognition behavior connections: Attribution and verbal 
behavior in leader-subordinate interactions. Organizational Behavior and Human Deci- 
sion Processes, 37: 197—229. 


Goffman, E. 1971. Relations in public. New York: Basic Books. 


Hamilton, V. L., Blumenfeld, P. C., & Kushler, R. H 1988. A question of standards: Attributions 
of blame and credit for classroom acts. Journal of Personality and Social Psychology, 54: 
34--48. 


Jackall, R. 1988. Moral mazes: The world of corporate managers. New York: Oxford Univer- 
sity Press. : 


Jones, E. E., & Berglas, S. 1978. Control of attributions about the self through self-handicapping 
strategies: The appeal of alcohol and the role of underachievement. Personality and Social 
Psychology Bulletin, 4: 200—206. 

Leary, M. R., & Shepperd, J. A. 1988. Behavioral self-handicaps versus self-reported handicaps: 
A conceptual note. Journal of Personality and Social Psychology, 51: 1285—1288. 

Leatherwood, M. L., & Conlon, E. J. 1987. Diffusibility of blame: Effects on persistence in.a 
project. Academy of Management Journal, 4: 836—847. 


Lee, C., Earley, P. C., Lituchy, T. R., & Wagner, M. 1991. Relation of goal setting and goal sharing 
to performance and conflict for interdependent tasks. British Journal of Management, 2: 
33-389. 


1993 Crant and Bateman 25 


Liden, R. C., & Mitchell, T. R. 1988. Ingratiatory behaviors in organizational settings. Academy 
of Management Review, 13: 572—587. 


Liden, R. C., & Mitchell, T. R. 1989. Ingratiation in the development of leader-member ex- 
changes. In R. A. Giacalone & P. Rosenfeld (Eds.), Impression management in the o-gan- 
ization: 343—361. Hillsdale, NJ: Erlbaum. 


O'Reilly,.C. A., IM. 1978. The intentional distortion of information in organizational communi- 
cation: A laboratory and fleld investigation. Human Relations, 31: 173—193. 


O'Reilly, C. A., III. 1983. The use of information in organizational decision making: A nodel 
and some propositions. In B. M. Staw & L. L. Cummings (Eds.), Research in organizational 
behavior, vol. 5: 103—139. Greenwich, CT: JAI Press. 


O'Reilly, C. A., III, & Roberts, K. H. 1974. Information filtration in organizations: Three exper- 
iments. Organizational Behavior and Human Performance, 11: 253—205. 


Organ, D. W. 1988. Organizational citizenship behavior. Lexington, MA: Lexington Bocks. 


Pfeffer, J., & Langton, N. 1988. Wage inequality and the organization of work: The cese of 
academic departments. Administrative Science Quarterly, 33: 588—606. 


Podsakoff, P. M., & Organ, D. W. 1986. Self-reports in organizational research: Problems and 
prospects. Journal of Management, 12: 531—544. 


Schlenker, B. R. 1980. Impression management: The self-concept, social identity, and inter- 
personal relations. Monterey, CA: Brooks/Cole. 


Schlenker, B. R., & Trudeau, J. V. 1990. Impact of self-presentations on private self-beliefs: 
Effects of prior self-beliefs and misattribution. Journal of Personality and Social Psychol- 
ogy, 58: 22—32. 


Schwab, D. P. 1980. Construct validity in organizational behavior. In L. L. Cummings & B. M. 
Staw (Eds.), Research in organizational behavior, vol. 2: 3—43. Greenwich, CT: JAI Press. 


Scott, M. B., & Lyman, S. M. 1968. Accounts. American Sociological Review, 33: 45—62. 


Shapiro, D. L., & Bies, R.J. 1988. The use of disclaimers in deception: Deflecting blame 
before you're blamed. Paper presented at the annual meeting of the Academy of Manage- 
ment, Anaheim, CA. 


Shepperd, J. A., & Arkin, R. M. 1989. Determinants of self-handicapping: Task importanca and 
the effects of preexisting handicaps on self-generated handicaps. Personality and Social 
Psychology Bulletin, 15(1): 101—112. 


Sims, H. P., Jr., & Gioia, D. A. 1984. Performance failure: Executive response to self-serving bias. 
Business Horizons, 27(1): 64—71. 


Steers, R. M., & Mowday, R. T. 1981. Employee turnover and post-decision accommodation 
processes. In L. L. Cummings & B. M. Staw (Eds.), Research in organizational behcvior, 
vol. 3: 237—249. Greenwich, CT: JAI Press. 


Tedeschi, J. T., & Reiss, M. 1981. Identities, the phenomenal self, and laboratory research. In 
J. T. Tedeschi (Ed.), Impression management theory and social psychological resexrch: 
3—22. New York: Academic Press. 


Tsui, A. S., & Barry, B. 1888. Interpersonal affect and rating errors. Academy of Management 
Journal, 29: 586—599. 
Tsui, A. S., & Gutek, B. A. 1984. A role set analysis of gender differences in performance, 


affective relationships, and career success of industrial middle managers. Academy of 
Management Journal, 27; 619—635. 


Tsui, A. S., & O'Reilly, C. A., III. 1989. Beyond simple demographic effects: The importarce of 
relational demography in superior-subordinate dyads. Academy of Management Journal, 
32: 402—423. 


26 Academy of Management Journal February 


Watson, D., & Pennebaker, J. W. 1989. Health complaints, stress, and distress: Exploring the 
central role of negative affectivity. Psychological Review, 06: 234—254. 


Wood, R. E., & Mitchell, T. R. 1981. Manager behavior in a social context: The impact of im- 
pression management on attributions and disciplinary actions. Organizational Behavior 
and Human Performance, 28: 356—378. 


APPENDIX 
Experimental Manipulations 
Self-handicapping 


“A few days before the engagement begins, Emmitt has a meeting with the in-charge ac- 
countant about some concerns he has regarding this engagement. Emmitt tells the in-charge 
accountant that based on information he has learned through the grapevine, he thinks that 
completing the inventory audit within the budgeted hours will be a very challenging assign- 
ment. Emmitt tells the in-charge accountant why he feels this will be a difficult assignment: 

(1) Lyle Industries has Implemented a new computer system for inventory control that 
still has a lot of bugs to be worked out (that is, it is not yet functioning error-free). 

(2) There has been considerable turnover in the past year among key personnel in- 
volved in inventory management at Lyle. 

(3) Some friends of his who worked the Lyle engagement last year suggested that Lyle 
employees were not very cooperative, and it was difficult to get necessary infor- 
mation. 

“All in all, Emmitt tells the in-charge accountant, this should be a tough ‘assignment. 
Emmitt concluded the meeting by again stating his concern about the hours budgeted for the 
inventory audit. Because of the new computer system, turnover at Lyle Industries, and unco- 
operative Lyle employees, Emmitt expressed his concern that not enough hours were budgeted 
to the inventory audit.” 


Performance Outcome 


Parentheses indicate the text of the scenario for the actor's failure. 

“Based on past experience with the Lyle Industries engagement, S & J budgeted 250 hours 
to the inventory audit portion of this engagement. However, the actual time taken to complete 
the inventory audit was 175 (325) hours. All work on the audit was completed. The partners are 
always pleased (unhappy) to see a portion of an auditing engagement completed under {over) 
budget, since this saves (costs) the firm money. The engagement partner and manager consid- 
ered the inventory audit to be a success (failure). As a result of this experience, the partners 
sought to understand why the actual hours needed to complete this portion of the audit were 
30% under (over) budget.” 


Causal Accounts 


Each subject’s scenario contained one of the following accounts. 

Entitling: ‘Emmitt tells the in-charge accountant that he believes fewer hours than bud- 
geted were needed primarily because of his own ability and effort. Emmitt suggested that he was 
well-versed in S & J’s auditing procedures and that he applied the principles to the best of his 
ability. He had read the industry manuals that the in-charge accountant had suggested he read 
before the engagement. Emmitt also mentioned that he was exhausted after working so hard on 
the engagement. Emmitt reminded the in-charge accountant that before the engagement began, 
he had some concerns about meeting the budgeted hours due to the new computer system, 
turnover, and uncooparative employess at Lyle Industries. However, Emmitt now believes that 
hard work, preparation, and diligently applying the company’s procedures more than made up 
for those concerns, and the inventory audit portion of the engagement was successfully com- 
pleted under budget. 

“To sum up, Emmitt told the in-charge accountant that the inventory audit was completed 
so far under budget primarily because of his own hard work and ability.” 


1993 Crant and Bateman 27 


Apology: “Emmitt tells the in-charge accountant that he believes more hours than budgeted 
were needed primarily because of his own lack of ability and effort. Emmitt suggested that he 
is not as well-versed in S & J’s auditing procedures as he should be. As a result, Emmitt felt he 
wasted a lot of time that he should have spent actually performing the audit. In addition, 
Emmitt admitted that he had not read the industry manuals that the in-charge accountant had 
recommended. Emmitt told the in-charge accountant that he was sorry about this, and that he 
would work diligently to learn the company's auditing procedure so that this would not occur 
again. Emmitt reminded the in-charge accountant that before the engagement began, he had 
some concerns about meeting the budgeted hours due to the new computer system, turnover, 
and uncooperative employees at Lyle Industries. 

“To sum up, Emmitt told the in-charge accountant that the inventory audit was completed 
80 far over budget primarily because of his own lack of ability and effort." 


Modesty: “Emmitt tells the in-charge accountant that he believes fewer hours than bud- 
geted were needed primarily because of circumstances that made it easy. As it turned out, this 
was a fairly easy inventory audit. The firm was lucky that in this year's audit, unlike the past 
several years, no major problems surfaced. Emmitt reminded the in-charge accountant that 
before the engagement began, he had some concerns about meeting the budgeted hours due to 
the new computer system, turnover, and uncooperative employees at Lyle Industries. In spite of 
these concerns, a good situation resulted in completing the engagement under budget. 

“To sum up, Emmitt told the in-charge accountant that the inventory audit was completed 
so far under budget primarily because of favorable circumstances." 

Excuse: “Emmitt tells the in-charge accountant that he believes more hours than budgeted 
were needed primarily because of difficult circumstances. Emmitt suggested that some system 
changes by the client made this a very difficult inventory audit. The firm was unlucky to the 
extent that, unlike the past several years, there were a number of unforeseen problems that 
surfaced (such as an unreliable new computer system). Emmitt reminded the in-charge accoun- 
tant that before the engagement began, he had some concerns about meeting the budgeted hours 
due to the new computer system, turnover, and uncooperative employees at Lyle Industries. 
Emmitt told the in-charge accountant that those things he had been concerned about did hinder 
his ability to perform the inventory audit. ` 

“To sum up, Emmitt told the in-charge accountant that the inventory audit was completed 
so far over budget primarily because of difficult circumstances.” 
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PERFORMANCE EFFECTS OF INFORMATION 
ASYMMETRY AND ECONOMIES OF SCOPE IN 
DIVERSIFIED SERVICE FIRMS 


- PRAVEEN R. NAYYAR 
New York University 


This study examined the performance effects of information asymmetry 
and economies of scope in diversified service firms. Tests using both 
accounting- and stock-market-based measures of performance revealed 
that information asymmetry improved performance more than econo- 
mies of scope. As hypothesized, the benefits of information asymmetry 
were greater for firms offering services whose quality cannot be deter- 
mined until after their purchase (experience services), and the benefits ` 
of economies of scope were greater for firms offering services whose 
quality can be determined prior to purchase (search services). How- 
ever, without considering the interactive effects of service characteris- 
tics, economies of scope were negatively associated with performance 
for diversified servíce firms overall. i 


Some authors have suggested that service firms should not diversify into 
related businesses (Carman & Langeard, 1980; Normann, 1984). Others, how- 
ever, have noted that service firms can benefit from information asymmetry 
between buyers and sellers by serving multiple needs of buyers (Nayyar, 
1990) and can benefit from economies of scope by sharing resources among 
businesses (Channon, 1978; Heskett, 1986). Supporting the latter view, 
Channon found that limited diversification was associated with superior 
performance in a sample of British service firms. 

Although the difference of opinion on service diversification reflects 
disagreements in the vast literature on diversification strategies (Ramanujam 
and Varadarajan [1989] offer an extensive review), many influences that 
might explain performance variations in diversified service firms have not 
been investigated. In particular, previous research suggests two issues— 
service characteristics and implementation difficulties—that might be use- 
fully explored. 

Service characteristics determine the difficulty that buyers face in eval- 
uating the quality of services and therefore influence the extent of informa- 
tion asymmetry between buyers and sellers (Nayyar, 1990). Earlier studies of 
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service diversification (Carman & Langeard, 1980; Channon, 1978; Normann, 
1984) have considered neither information asymmetry nor service charac- 
teristics. Consequently, their authors have concluded that all service firms, 
regardless of differences among the services they offer, face high diversifi- 
cation costs resulting from conflicts between the images of various services. 

Implementation difficulties also accompany diversification strategies 
(Buono & Bowditch, 1989; Carman & Langeard, 1980; Heskett, 1985; Eill & 
Hoskisson, 1987; Hoskisson & Hitt, 1990; Jones & Hill, 1988; Kanter, 2989; 
Normann, 1984; Porter, 1985; Ramanujam & Varadarajan, 1989; Reed & Luff- 
man, 1986). However, previous studies of diversified service firms hav» not 
addressed variations in implementation difficulties. For instance, Carman 
and Langeard (1980) concluded that coordination difficulties among »usi- 
nesses far outweighed any potential gains from economies of scope But 
gaining information asymmetry benefits may not make heavy internal zoor- 
dination demands. Hence, for a given level of business diversity, the pursuit 
of information asymmetry may result in fewer rro EC difficulties 
“than the pursuit of economies of scope. ` 


THEORETICAL BACKGROUND AND HYPOTHESES 


Information Asymmetry 


An earlier article (Nayyar, 1990) suggested that diversified service tirms 
with good reputations may benefit from exploiting the information asym- 
metry between themselves and the buyers of their services. Specifically, I 
‘proposed that “service firms can develop a competitive advantage by ex- 
ploiting the potential buyer’s incentives to lower information acquisition 
costs when buying new services” (Nayyar, 1990: 513). Buyers make pur- 
chase decisions on the basis of the price and quality of the various alterna- 
tives they are considering. The quality of a service is, however, difficult to 
evaluate because of its intangibility and the simultaneity with which it is 
produced and consumed (Holmstrom, 1985; Mills, 1986). This difficulty 
complicates the choice decision for buyers. Hence, buyers seek information 
that will allow them to make better choices (Stigler, 1961). Generally, the 
sellers of services have more information than buyers do about the true 
quality of their services. This information asymmetry leads to ‘‘moral haz- 
ard” for sellers, giving them an incentive to exert less than complete effort in 
delivering services. For buyers, the asymmetry leads to “adverse selection," 
or the likelihood of picking a poor-quality service (Holmstrom, 1985; Mills, 
1986). 

Information asymmetry may be reduced by firms’ specifying contirgen- 
cies and liabilities in contracts, submitting to certification or monitorirg by 
outside agents, and signaling (Barzel, 1982; Holmstrom, 1985; Nelson, 1970, 
1974). Such activities, which seek to assure buyers that a firm is committed 
to supplying high quality, can reduce information asymmetry but ‘cannot 
eliminate it. The inability to fully anticipate all contingencies that may arise 
in its execution prevents the writing of complete contingent claims ron- 
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tracts. Since services are consumed as they are delivered, they are neither 
reversible nor returnable. Therefore, warranties covering services are often 
difficult to administer. Certification is no performance guarantee. Further- 
more, when certification is widespread, it provides no distinct performance 
signal. Monitoring is often inadequate because there is information asym- 
metry between the monitor and the person or facility being monitored. Thus, 
information asymmetry between the buyers and sellers of services remains 
even after firms take action to reduce it (Holmstrom, 1985). 

Buyers of services may economize on information acquisition costs by 
favoring current service providers with whom they are satisfied when eval- 
uating alternative providers of other needed services. Therefore, service pro- 
viders who have made a favorable impression on existing buyers find it 
easier to influence them than entirely new buyers to try new goods or ser- 
vices. From the perspective of buyers, reputation reduces some adverse con- 
sequences of information asymmetry. Diversified service firms can, there- 
fore, gain a competitive advantage by meeting multiple needs of existing 
satisfied buyers (Nayyar, 1990). However, failure to meet buyer and em- 
ployee expectations about new services can also adversely affect existing 
services. Conversely, unfavorable reputations for existing services can ad- 
versely affect new services (Heskett, 1986; Nayyar, 1990). 


Service Characteristics 


The extent of information asymmetry varies with the characteristics of a 
service. This effect can be examined by differentiating services in terms of 
the mix of three attributes: search, experience, and credence qualities (Darby 
& Karni, 1973; Holmstrom, 1985; Shostack, 1977; Wilde, 1981; Zeithaml, 
1981). 

Search qualities are attributes that potential buyers can determine prior 
to purchase (Darby & Karni, 1973; Holmstrom, 1985; Nelson, 1970, 1974). 
Search qualities include attributes such as color, style, price, fit, feel, hard- 
ness, and smell. These attributes are generally associated with tangible com- 
ponents of services (Normann, 1984), such as the physical features and lay- 
out of facilities for providing services, the quality of the equipment, service 
providers' attire, and facilitating goods (Sasser, Olsen, & Wyckoff, 1978), 
such as consulting reports, structural plans, and presentation material. Other 
search qualities, not necessarily associated with tangible components of ser- 
vices, include attributes like the term, interest rate, rate cap, assumability, 
approval time, and monthly payments associated with a mortgage loan. 

Experience qualities are determinable only after the purchase of a ser- 
vice or during its consumption (Darby & Karni, 1973; Holmstrom, 1985; 
Nelson, 1970, 1974). Experience qualities include attributes such as taste, 
purchase satisfaction, convenience, safety, security, speed, reliability, level 
of comfort, and a seller's attention to the needs and feelings of buyers. 

Credence qualities are intangible attributes that a buyer may be unable 
to evaluate even after the purchase and consumption of a service (Darby & 
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Karni, 1973; Holmstrom, 1985; Zeithaml, 1981). Credence qualities include 
attributes such as the degree of service providers' professionalism and 
knowledge and the advantages of certain repair or medical care procecures 
over other procedures. 

Although each service is composed of a mix of search, experience, and 
credence qualities, for most services one type of attribute dominates. The 
distinction between experience and credence qualities is, however, not as 
clear as that between search and experience qualities (Darby & Karni, 1973). 
Fortunately, it is sufficient here to only distinguish search services— those 
dominated by qualities that buyers can determine before consumption — 
from experience and credence services (whose dominant qualities are only 
ascertainable after consumption or are not ascertainable) to determine the 
effect of service characteristics on information asymmetry. Therefore, hence- 
forth I refer to only search and experience services. 

Differences in services' mix of search and experience qualities lead to 
different levels of information asymmetry between buyers and sellers. Buy- 
ers can ascertain the quality of search services prior to their purchase, but 
not the quality of experience services (Darby & Karni, 1973). Attributes cf the 
latter do not lend themselves to full disclosure by sellers and evaluatian by 
buyers. Consequently, information asymmetry is greater for experience ser- 
vices than for search services. 

High information asymmetry increases difficulties for buyers. There- 
fore, incentives to favor current service providers are stronger for the buyers 
of experience services than for those of search services. Hence, the potential 
information asymmetry benefits for diversified service firms are greater for 
experience services than for search services (Nayyar, 1990). 

Service firms with favorable reputations can benefit from information 
asymmetry in many situations. For example, public accounting firms often 
provide management consulting services to buyers of their auditing services. 
Buyers readily transfer their impressions of the quality of the service that 
their accounting firms deliver to the latters' consulting services since the 
quality of such services.is difficult to evaluate ex ante. Examples of specific 
companies benefiting from good reputations are American Express, which 
provides financial services to buyers of its travel-related services, and Szars, 
Roebuck and Company, which provides financial services to its retail cus- 
tomers. 


Economies of Scope 


Economies of scope arise when the joint cost of producing two or more 
outputs is less than the sum of the costs of producing each output by itself. 
Such cost benefits may arise when businesses share some unique factor of 
production, whether a management or distribution system, a product or 
process technology, or a plant and equipment (Ansoff, 1965; Rumelt, 1974; 
Teece, 1980). If transaction costs prevent an efficient market in the shared 
factor, economies of scope provide a motive for diversification (Panzar & 
Willig, 1981; Teece, 1980). 
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Sharing implies that a portion of a resource must be allocated to a 
business. Thus, the amount available for other businesses is reduced. How- 
ever, economies of scope may also arise when a diversified firm indepen- 
dently uses the same significant resources in multiple businesses. Such mul- 
tiple use does not imply any allocation of resources among businesses be- 
cause the use of a resource in one business does not reduce its availability for 
other businesses. For example, technology is often not shared among busi- 
nesses. Common technologies are, however, independently used in multiple 
businesses. Similarly, managerial capabilities, which are distinctive or core 
competences in some diversified firms (Ginsberg, 1990; Grant, 1988; Pra- 
halad & Bettis, 1986; Prahalad & Hamel, 1990), are often used to manage 
multiple businesses. 

Divérsified service firms can benefit from economies of scope in many 
situations. For example, firms that are primarily in the hotel business may 
apply their expertise in efficiently meeting travelers' boarding and lodging 
needs to providing similar services to hospital and nursing home patients. 
ARA Services, a large, diversified U.S. firm, maintains municipal vehicles 
using its vast fleet maintenance facilities, and Delta Airlines services the 
aircraft of other airlines using its maintenance facilities at many airports. 


Implementation Difficulties 


The potential for benefits from information asymmetry and economies 
of scope does not imply, however, that firms will realize those benefits (Reed 
& Luffman, 1986). Realizing information asymmetry benefits requires that 
firms minimize “image contamination costs" (Carman & Langeard, 1980; 
Heskett, 1986; Nayyar, 1990; Normann, 1984). Similarly, realizing econo- . 
mies of scope requires that firms establish problematic and costly relation- 
ships among business units (Carman & Langeard, 1980; Hill & Hoskisson, 
1987; Hoskisson & Hitt, 1988; Jones & Hill, 1988; Kanter, 1989; Porter, 1985). 

Image contamination costs. An image is a mental representation of re- 
ality (Aaker, 1991; Boulding, 1956). Image serves “as an information tool 
whereby management can influence staff, clients, and other resource holders 
whose actions and perceptions of the company . . . are important for market 
positioning and cost efficiency" (Normann, 1984: 21). Image guides and 
controls employee behavior that determines service quality, and it helps 
buyers to evaluate service quality (Carman & Langeard, 1980; Davidow & 
Uttal, 1989; Heskett, 1986; Mills, 1986; Normann, 1984). Schneider and Bo- 
wen (1985) found that service employees' and buyers' perceptions of the 
quality of a service and its determinants were highly correlated: Employees 
delivered the quality of service buyers expected of them and determined 
buyer expectations on the basis of the image their employing firm projected. 
Buyers, in turn, expected a level of service quality consistent with the firm's . 
image. For employees, this expectation reinforced a firm's image. Thus, im- 
age affects both service employees and buyers. For example, Avis Rental Car, 
Inc. projects an image of excellence in customer service through its “we try 
harder" slogan, which not only exhorts its employees to try harder, but also 
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informs buyers that they can expect caring service. American Express pro- 
motes acquiring its credit card as joining an exclusive group. To employees, 
this image suggests that they are among the select few who work at American 
Express, where customers are very important. To customers, it suggests that 
membership bestows a status deserving of exceptional service. 

All components of a firm's service management system influence image: 
the service concept, the market segment served, the service delivery system, 
and the culture and philosophy of the firm (Normann, 1984). Variations in 
those components lead to image differences between businesses. Thus, a 
service management system that is consistent with the desired image is 
necessary for a successful service business. Therefore, mixing service man- 
agement systems creates a risk of image conflicts (Carman & Langeard, 1980; 
Davidow & Uttal, 1989; Heskett, 1986; Normann, 1984). For exàmple, there 
is a risk of image conflict when a consulting firm offers executive placement 
services. Although such a service meets client needs, it can create a conflict 
of interest that can contaminate the “helpful” image of consulting. Consult- 
ing clients may fear that their executives will be tempted to use the place- 
ment service or that consultants will meet executives to evaluate them for 
placement with other clients. Concerns about conflict of interest have also 
been raised over law firms' offering nonlegal services. 

Conflicting images not only cannot guide and control employee behav- 
ior but also can cause variations in the quality of service as employees 
struggle to deal with conflicting cues (Schneider & Bowen, 1985; Zeithaml, 
Parasuraman, & Berry, 1990). Service quality variations may, in turn, cause 
costly employee turnover as buyers voice their dissatisfaction (Normann, 
1984; Zeithaml, Parasuraman, & Berry, 1985). For example, employee con- 
fusion resulted from service firm diversification when a no-frills airline, 
People Express, offered a “luxury” service. The new business class the air- 
line introduced to fill unused capacity during weekdays created a severe 
image conflict with its main business of serving budget-conscious leisure- 
time travelers (Davidow & Uttal, 1989). When each type of traveler created 
different demands on the airline's employees, and each had different expec- 
tations of what constituted good service, the employees could not satisfac- 
torily meet the needs of either. Similarly, as Porter noted, Laker Airways 
"blurred its image and suboptimized its service and delivery system" (1985: 
17), with disastrous results. 

Since image is a source of information, image conflicts between differ- 
ent services also confuse buyers, further hindering their ability to evaluate 
service quality (Heskett, 1986; Normann, 1984). Confused buyers might 
choose to take their business elsewhere. Therefore, new services that cause 
image conflicts may not achieve adequate market penetration. Worse, a ser- 
vice firm may lose existing buyers because of image conflict created by a new 
service. These effects would result in lost revenues. Both People Express and 
Laker Airways suffered this fate. Attempts by McDonald's, the fast-food 
chain, to widen its menu to include pizzas and to change its dining envi- 
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ronment to attract evening patrons might similarly confuse both its existing 
customers and the new buyers it is trying to attract. 

Costs that arise from image conflicts are termed image contamination 
costs. These costs vary with service characteristics. For search services, in- 
formation asymmetry is low because buyers can ascertain service quality 
before purchasing a service. Buyers do not need any additional information 
that image can provide and therefore place little weight on image in their 
buying decisions. Hence, image contamination costs are low for search ser- 
vices. For experience services, however, information asymmetry is high; 
buyers need additional information, and image is a valuable source of in- 
formation about service quality. Hence, image contamination costs can be 
high for experience services because image conflicts may occur. 

Image contamination costs also vary with the source of the benefits 
being pursued. Attaining the benefits of information asymmetry by serving 
multiple needs of buyers requires that a firm project similar images for the 
services it offers. Otherwise, information asymmetry benefits cannot exist. 
Conversely, the existence of information asymmetry benefits implies the 
absence of image contamination. In contrast, the pursuit of economies of 
scope requires mixing service management systems and, in its pure form, 
targets new customers. Such targeting could cause image contamination 
costs because image conflicts between the different services offered arise. 
Service characteristics affect the level of these costs for firms pursuing econ- 
omies of scope. In this case, image contamination costs are likely to be high 
for experience services and low for search services because the information 
provided by images is more valuable for the former than for the latter. 

Internal transaction costs. Transaction costs are the costs of negotiating, 
monitoring, and enforcing agreements between the parties to an exchange 
(Jones & Hill, 1988; Riordan & Williamson, 1985; Williamson, 1985). Internal 
transaction costs are a function of the extent of coordination required among 
businesses (Galbraith & Kazanjian, 1986; Gupta & Govindarajan, 1986; 
Thompson, 1967) and of any coordination difficulties that may be encoun- 
tered (Williamson; 1975, 1985). For example, internal transaction costs may 
arise when there are disagreements over organizational ends and means 
(Kanter, 1989), concerns over the perceived or real loss of independence and 
autonomy because of greater coordination (Bastien, 1987; Buono & Bow- 
ditch, 1989; Gupta & Govindarajan, 1986; Mirvis, 1985; Napier, 1989; Porter, 
1985), and top management information-processing problems in managing 
interdependent businesses (Hill & Hoskisson, 1987; Hoskisson, Hitt, & Hill, 
1991; Jones & Hill, 1988). 

Firms incur internal transaction costs when they attempt to realize re- 
latedness benefits be. integrating new businesses. Firms may accomplish 
integration by forging new organizational relationships, changing existing 
ones, and creating mechanisms to ensure coordination among related busi- 
nesses. Thus, internal transaction costs vary with the source of the benefits 
being pursued. Since attaining the benefits of information asymmetry re- 
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quires little coordination between businesses, it carries low internal trans- 
action costs. In contrast, since attaining economies of scope requires a high 
degree of coordination between businesses, it carries high internal transac- 
tion costs. 


Realized Benefits 


Potential benefits and implementation difficulties determine realized 
benefits. Table 1 presents four diversification options for service firms that 
result from combining the two sources of benefits and the two types of 
services. The letters A—D designate the four options and the realized bene- 
fits from each. Since there were no a priori reasons to expect otherwise, I 
assumed that each of the two sources offered high potential benefits before 
considering service characteristics. Comparing options A and B shows that 
both offer high potential benefits from economies of scope and both carry 
high internal transaction costs. However, option B, which involves experi- 
ence services, also involves high image contamination costs. Hence, option 
A should deliver higher realized benefits from economies of scope than 
option B. This relationship can be represented as A > B. 


Hypothesis 1: The interactive effects of economies of 
scope and search services, whose quality can be deter- 
mined before they are purchased, are positively related to 
performance. 


Option C involves search services that pose few quality evaluation prob- 
lems for buyers because information asymmetry between buyers and sellers 
is low. Hence, only low potential information asymmetry benefits are pos- 
sible. Option D, however, involves experience services that are difficult for 
buyers to evaluate. Hence, it offers high potential information asymmetry 
benefits. Both options C and D are based on information asymmetry benefits 
that can arise only when buyers purchase multiple services from a firm, 
which can occur only if there are no image conflicts. Thus, image contam- 
ination costs are likely to be low for both options C and D. Also, both options 


TABLE 1 
Strategic Options and Realized Benefits in Diversified Service Firms 
Implementation Difficulties 
Image Internal 
Strategic Potential Contamination Transaction Realized 
Variables Option Benefits Costs Costs Benefits 
Economics of scope ; 
Search services A High Low High | A>B 
Experience services B High High High 
Information asymmetry 
Search services C Low Low Low \ D>C 
Experience services D High Low Low i 
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require little coordination among businesses and, therefore, are likely to 
carry low internal transaction costs. Options C and D have the same level of 
implementation difficulty, so option D should deliver higher realized infor- 
mation asymmetry benefits than option C, a relationship that can be repre- 
sented as D > C. 


Hypothesis 2: The interactive effects of information asym- 
metry between buyers and sellers and experience ser- 
vices, whose quality can only be determined after they are 
purchased, are positively related to performance. 


Option A offers high potential benefits from economies of scope, and 
option C offers low potential information asymmetry benefits. Both options 
A and C involve search services and, therefore, both are associated with 
relatively low image contamination costs. However, internal transaction 
costs are high with option A, significantly lowering the realized benefits 
expected from this option. In contrast, option C offers low potential infor- 
mation asymmetry benefits and it carries low internal transaction costs. 
Therefore, although option A offers high potential benefits, after implemen- 
tation difficulties are considered it is difficult to determine how it compares 
with option C on realized benefits. 

Given that D > C and A > B, the inconclusive comparison between 
option A and option C implies that a clear hypothesis on the relative realized 
benefits of information asymmetry and economies of scope cannot be devel- 
oped. Therefore, in addition to the two hypotheses presented above, I at- 
tempted to obtain an empirical answer to the following research question: 
What are the relative performance effects of information asymmetry and 
economies of scope in diversified service firms? 


METHODS 
Sample 


The sample was drawn from the Service 500 list compiled by Fortune 
(Fortune, 1987) and the service firms listed in The Corporate 1000 (Monitor 
Publishing Company, 1987). Firms deriving more than 10 percent of their 
revenues from nonservice businesses were excluded. Constraints on access, 
time, and funding limited the number of firms I could contact. Therefore, I 
selected a random sample of 513 service firms. Their activities spanned the 
full range of Standard Industrial Classification (SIC) codes assigned to non- 
manufacturing industries, excluding utilities, government, and noncommer- 
cial educational, scientific, and research organizations. The sample firms 
ranged in size from $250 million to over $15 billion in annual revenues in 
1987, with an average of $1.98 billion. The sample therefore comprised large 
U.S. service firms. 

A pretested, self-administered, structured questionnaire was sent to the 
chief executive officers (CEOs) of the sample firms in late 1987. After follow- 
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up efforts, I received 319 responses. Of the responders, 216 declined to 
participate, mostly because of concern over data confidentiality, although 
the cover letter accompanying the questionnaire contained assurances that 
only aggregate data would be reported. The large number of declines was not 
unexpected because I requested extensive and possibly confidential infor- 
mation about corporate strategy. I discarded 23 questionnaires either be- 
cause data were missing and could not be obtained even after follow-up 
efforts or because a responding CEO had been with a firm for less than two 
years. I used the latter criterion to ensure that the CEOs were sufficiently 
well informed about their firms' strategies. These procedures resulted in 80 
usable responses, representing an effective response rate of about 16 percent. 
Table 2 lists the primary industries in which the sample firms participated. . 

Table 3 gives results of tests of nonresponse bias. These tests did not ` 
reveal any statistically significant differences between the responders and 
nonresponders in terms of assets, revenues, net income, return on equity, the 
market-to-book value of equity, and Jensen's alpha, a stock-market-based 
measure of firm performance that accounts for industry participation and 
risk. 
Data Collection 

Methods used to measure diversification strategies have been based on 
the premise that external observers can correctly discern the pattern of re- 


lationships among the businesses of diversified firms. Relationships can be 
established either by using SIC codes or by examining the product markets .. 


TABLE 2 
Primary Industries of Sample Firms 





Industries Number of Firms 


Air transport 

Amusement and recreation services 
Banks 

Business services 

Communication 

Consulting services 

Eating places 

Financial services 

Health services 

Hotels 

Insurance 

Personal services 

Real estate 

Repair and maintenance services 
Retailers 

Transport (except air) and transportation services 
Wholesalers 

Total 
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TABLE 3 
Results of Tests of Nonresponse Bias 
Responders Nonresponders 
Characteristics Means s.d. Means s.d. t 

Assets in billions of dollars 7.144 20.166 6.311 20.149 0.413 
Revenues in billions of dollars 1.976 6.075 2.212 8.177 — 0.328 
Net income in millions of dollars 141.674 240.977 122.100 288.768 0.729 
Return on equity 12.765% 121.446% 13.215% 177.889%  —0.030 
Market-to-book value of equity 1.203 0.812 1.122 0.981 0.900 
Jensen’s alpha — 0.022 0.025 —0.019 0.023 — 1.248 


in which businesses participate and applying knowledge of the key elements 
of input, throughput, and output that compose each business (Amit & Livnat, 
1988a, b, 1989; Montgomery, 1979, 1982; Palepu, 1985; Rumelt, 1974, 1982). 
However, those methods do not allow consideration of implementation dif- 
ficulties in realizing potential benefits. 

I collected data on relationships among businesses using CEOs as key 
informants (Campbell, 1955; Siedler, 1974) on the premise that relationships 
providing significant benefits will be actively managed because they in- 
crease the effectiveness of a firm’s distinctive competence (Hitt & Ireland, 
1985; Selznick, 1957). The use of CEOs as informants is consistent with the 
practices of previous researchers who have examined organizational strate- 
gies (Shortell & Zajac, 1990; Snow & Hrebiniak, 1980; Zajac & Shortell, 1989). 
CEOs were asked to consult with appropriate persons in their firms when 
collecting data to complete the questionnaire. 

A pilot test of the questionnaire was conducted in ten large, diversified 
U.S. service firms, which were subsequently excluded from the study. Dur- 
ing this pilot test, I studied each firm closely and observed the processes the 
CEOs adopted as they collected information. These observations indicated 
that CEOs interpreted questions and instructions as intended and usually 
collected data to complete the questionnaires. Follow-up contacts, letters 
that accompanied returned questionnaires, and comments indicated that the 
CEOs often consulted members of their staffs and other highly placed, po- 
tentially well-informed members of their top management teams before com- 
pleting the questionnaires. 


Measures 


Assessing economies of scope. To gather data on economies of scope, I 
asked CEOs to answer four questions and to fill in a matrix (Figure 1). First, 
I asked them to list up to ten of the most significant resources of their firms: 
“Please identify the 10 most significant resource bases used in the busi- 
nesses of your firm and list them in the spaces provided below.” The ques- 
tionnaire described significant resources as strengths or assets: “physical 
plant or equipment,” personnel's “specialized knowledge or skills,” or “spe- 
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FIGURE 1 
Matrix Used to Collect Data on Economies of Scope 


Proportion of 
total firm sales 
from business 





Examples of resource bases are plant and equipment, general management expertize, 
professional expertise, functional expertise, information systems, data bases, computer 
systems, distribution networks, supplier networks, skilled work force, prime locations, 
proprietary technology, patents and copyrights, organizational procedures, and trade 
contacts. 


cial routines or repertoires.” The questionnaire included an illustrative list 
of resources. 

Second, I requested a list of a firm's ten “most significant businesses (in 
terms of revenues).” I asked for information on ten businesses since that is 
the maximum number that firms are required to report in their 10K fil-ngs. 
It is also the maximum number of segments on which data are availabls for 
each firm in the COMPUSTAT business segment data base. Hence, these two 
sources of secondary data served to check the data from the questionneires. 
I obtained over 90 percent correspondence between the primary and sec- 
ondary data on the numbers and sizes of the businesses of each firm and 
resolved discrepancies by conducting telephone interviews with the CEOs of 
the concerned firms. 

Third, each CEO entered the proportion of total firm revenues obtained 
from each of the firm's businesses (last row, Figure 1). These proportions 
summed to 100 percent for all firms in the sample, indicating that collecting 
data on at most ten businesses was adequate. 

Fourth, each CEO indicated in which businesses each resource was sed 
in the appropriate boxes of the matrix. Since I requested identificaticn of 
significant resources, I assumed that such resources reflected the distinctive 
competences of the firms and, as such, were the ones most likely to meet the 
requirements for economies of scope in firms that used them in multiple 
businesses. Hence, use in multiple businesses was a surrogate for economies 
of scope. 
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From these data, I identified groups of resource-related businesses and 
computed an entropy measure of diversification (Jacquemin & Berry, 1979) 
that also controlled for differences in total diversification. This process 
yielded a summary measure of economies of scope (Appendix A). 

Assessing information asymmetry. To gather data on information asym- 
metry benefits, I asked CEOs to fill in a second matrix (Figure 2). The first 
question was “Please identify the 10 most significant client bases of your 
firm and list them in the spaces provided below." The questionnaire de- 
scribed a client base as "a set of unique customers who essentially buy the 
sarne set of goods and services from your firm." The questionnaire included 
an illustrative list of client bases. 

Second, CEOs listed up to ten of the most significant businesses of their 
firms as they had done in the first matrix. Third, CEOs indicated which 
businesses of their firms sold goods or services to each client base in the 
appropriate boxes of the matrix. 

From these data, I identified groups of client-related businesses and 
computed another entropy measure of diversification that also controlled for 
differences in total diversification. This process yielded a summary measure 
of information asymmetry (Appendix A). 

Construct validity of diversification measures. Construct validity in- 
cludes theoretical and observational meaningfulness, internal consistency of 
operational definitions, and convergent, discriminant, and nomological va- 
lidity (Bagozzi, 1980). To determine the construct validity of the economies 
of scope and information asymmetry measures, I selected a random subsam- 
ple of 24 firms that permitted me to collect data firsthand from internal firm 


FIGURE 2 
Matrix Used to Collect Data on Information Asymmetry 





Examples of client bases are any set of customers buying the same set of services, 
institutional buyers, individual customers, U.S. government, multinational corporations, 
physicians, lawyers, travelers, students, veterans, religious groups, hospitals, hotels, chain 
stores, corporate offices, fleet operators, educators, homemakers, automobile owners, money 
lending institutions, first-time renters, and first-time home buyers. 
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documents and from interviews with both corporate- and business-level 
executives. The documents examined contained sales and other market data 
for each business of a firm. I interviewed executives to identify the signifi- 
carit resources and client bases of each business of a firm. On the average, 
interviews and data collection took five hours per firm. , 

The data collected firsthand from this subsample of firms were com- 
pared with the data their CEOs had provided earlier on the questionnaires. 
The mean correlation across the two data sets for the proportion of sales 
obtained from the businesses of each firm was .97, which was significant at 
the .001 level. The average agreement between the data sets on the signifi- 
cant resources of the subsample firms was 81 percent, and on client bases it 
was 79 percent; there was 86 percent agreement on the use of significant 
resources in particular businesses, and 77 percent agreement on the identi- 
ties of client bases each business served. In addition to comparing disaggre- 
gate data, I also computed the two entropy measures for the subsample firms 
using the firsthand data. The correlation coefficients for those two measures 
across the two data sets were economies of scope, .86, and information 
asymmetry, .94, both significant at the .001 level. Thus, these data provided 
some support for the reliability and validity of the economies of scope and 
information asymmetry measures used here. 

Service characteristics. Two independent raters familiar with the liter- 
ature on information economics, where search and experience qualities are 
discussed (Darby & Karni, 1973; Holmstrom, 1985; Wilde, 1981), categorized 
all services listed in the four-digit SIC classification into either the search or 
the experience category. There was over 95 percent agreement between the 
two raters. Cases of disagreement were resolved by reference to the services 
marketing and management literature (Bowen & Jones, 1986; Shostack, 1977; 
Zeithaml, 1981) and by discussion between the author and the raters. Table 
4 gives examples of search and experience qualities, criteria suggested to 
classify services, and some services classified using these criteria. I com- 
puted a summary measure of service characteristics for each firm as the 
proportion of revenues obtained from search services. By the measure's con- 
struction, its complement measured the proportion of revenues obtained 
from experience services. 

Control variables. Firm size and geographic diversity were used as con- 
trol variables. Largeness offers the potential for economies of scale but can 
also lead to costs arising from managerial diseconomies. Further, Nathanson 
and Cassano (1982) found that the relationship of product and market di- 
versity to firm performance in their sample was different for small and large 
firms. To account for any such relationships, I used the natural logarithm of 
firm revenues as a measure of firm size. 

Geographic diversity raises coordination costs and poses a problems for 
maintaining service quality. Geographic diversity may be, however, a stra- 
tegic requirement for effective competition. Hence, it was necessary to con- 
trol for it. Drawing on the global diversification literature with a view toward 
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TABLE 4 
Classifying Services 
Criteria Search Services Experience Services 
Difficulty 
in evaluation Low High 
Mix of tangible and 
intangible elements Tangible dominant Intangible dominant 
Need for joint provision 
of diagnosis and service “Low High 
Examples Janitorial services , Security services 
Building maintenance services Pest control services 
Data processing -> Software development 
Tax return processing Systems integration 
Communication services Consulting 
Retail Risk management 
Airline sales/airport services Aircraft maintenance 
Consumer finance Hotels ' 
Motion picture theaters Insurance 
Fast-food restaurants Motion pictures 
Mortgage lending . Hospitals 
Asset management 
Child care services 
Advertising services 
Legal services 
Automobile repair 


minimizing data collection complexity (Kim, Hwang, & Burgers, 1989), I 
requested the CEOs to provide the proportion of total firm revenues obtained 
from each of three regions in the United States (eastern, western, and mid- 
western) and six regions on the other continents (Western Europe, Pacific 
Rim, other parts of Asia, South America, Africa, and Australia). From those 
proportions, I computed an entropy measure of geographic diversity (Ap- 
pendix A). 

Firm performance. Industry- and systematic risk-adjusted return on eq- 
uity (ROE), the industry-adjusted market-to-book value of equity, and Jen- 
sen’s alpha were the performance measures (Appendix B). The need for a 
common measure of performance appropriate to a cross-sectional sample 
dictated the choice of ROE as an accounting-based measure of firm perfor- 
mance. I used average ROE over the five years 1985—89 to reduce the chance 
that performance data from an unusually good or bad year might confound 
the analysis (Amit & Livnat, 1989; Dubofsky & Varadarajan, 1987). I divided 
the average ROE by an accounting-based measure of systematic risk sug- 
gested by Hill and Stone (1980). This measure of systematic risk is defined 
as the ratio of the covariance of a firm's return on equity with the return on 
equity obtained on a broad market portfolio of stocks to the variance of the 
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return on equity of the market portfolio. This measure is an accounting 
equivalent of the stock-market-based measure of systematic risk derived 
from the capital asset pricing model. 

The ratio of the market value of equity to its book value was used as a 
measure of firm performance (Amit & Livnat, 1988b, 1989; Varaiya, Kerin, & 
Weeks, 1987). This ratio is theoretically and empirically equivalent to To- 
bin's q (Varaiya et al., 1987). Tobin's q (Lindenberg & Ross, 1981) incorpo- 
rates a systematic risk adjustment, estimates long-term returns, and mitigates 
distortions due to tax laws and accounting conventions (Wernerfelt & Mont- 
gomery, 1988). 

The performance of the industries in which a firm participates affects 
both these measures of firm performance (Porter, 1980), although some re- 
cent studies have suggested that industry effects are small compared with 
other effects (Conner, 1991; Hitt & Tyler, 1991; Rumelt, 1991; Schmalensee, 
1985). I adjusted the average ROE and market-to-book value of equity by 
subtracting a weighted sum of the respective industry averages for each 
industry in which a firm participated. Because there are difficulties in iden- 
tifying the investments associated with each business of a diversified firm, 
following previous usage (Montgomery, 1979; Rumelt, 1982) I used the per- 
centage of total revenues in each business as weights, although capital in- 
vestment is the correct weight to use (Carter, 1977). 

Jensen's alpha, a stock-market-based performance measure based on the 
market model (Fama, 1968), was obtained as the estimate of the intercept in 
a regression equation of firm returns on market returns, both computed in 
excess of the risk-free rate (Jensen, 1969). Jensen's alpha compares the per- 
formance of a firm or a managed portfolio of stocks to that of firms iu an 
unmanaged portfolio with similar market risk. This use of Jensen's alpha is 
consistent with many recent studies of corporate diversification (Buhner, 
1987; Dubofsky & Varadarajan, 1987; Lubatkin & Rogers, 1989; Michel & 
Shaked, 1984). 

Accounting data were collected from COMPUSTAT tapes. Data on stock 
market performance were obtained from tapes maintained by the Center for 
Research in Security Prices (CRSP). Firm and industry financial perfor- 
mance data were collected for a period of 20 years (1965—84) to allow com- 
putation of systematic risk based on ROE. Stationarity of the risk measures 
over such a long period was a concern, but no satisfactory approach to 
estimating risk measures after allowing for such instability is available (Mc- 
Donald, 1985). I computed the average market-to-book value of equity during 
1987 from COMPUSTAT data and computed Jensen's alpha using daily firm 


1 Ruefli (1890) cautioned against the use of the mean-variance approach to risk-return 
relationships and showed that such an approach is inherently flawed. The accounting-based 
measure of systematic risk used in this study, however, is not based on a mean-variance ap- 
proach. Further, unlike Ruefli’s analysis, which considers total risk only, this study used sys- 
tematic risk. 
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and stock market returns from the CRSP tapes for 1987 and the 12-month 
treasury bond rate for each month of 1987 to obtain the risk-free rate. 


RESULTS 


Table 5 presents sample means, standard deviations, and the full cor- 
relation matrix. 

Regression analysis with two interaction terms was used to test Hypoth- 
eses 1 and 2. I specified one interaction term as the product of the level of 
information asymmetry and the proportion of experience services a firm 
offered and the second interaction term as the product of economies of scope 
and a firm’s proportion of search services. I used one-tailed t-tests since the 
two hypotheses were directional. As Table 6 shows, results strongly sup- 
ported both hypotheses when the adjusted market-to-book value of equity 
and Jensen’s alpha were used to measure performance. 

The two hypotheses were not supported when adjusted ROE was used. 
Although the coefficients of the two.interaction terms are also positive with 
that performance measure, as Hypotheses 1 and 2 predict, they are not sta- 
tistically significant. Differences in the relationships between diversification 
strategy and firm performance based on the performance measures used are 
not uncommon in research in this area. Dubofsky and Varadarajan (1987) 
found that return on assets divided by its standard deviation, which is a 
measure of total risk, was negatively correlated with stock-market-based 
performance measures and therefore led to conflicting inferences when used 
to evaliiate diversification strategies. They speculated that this discrepancy 
may occur because of time lags in reflecting the impact of a firm's diversi- 
fication strategy on accounting-based performance measures. Similarly, 
Keats and Hitt (1988) found no relationship between diversification and 
accounting-based performance measures although diversification and stock- 
market-based measures were related. They found that this difference could 
be attributed to the greater role that environmental instability played in the 
former relationship. 


TABLE 5 
Means, Standard Deviations, and Correlations® 
Variables Means s.d. 1 2 3 4 5 6 7 
1. Information asymmetry 0.32 0.17 
2. Economies of scope 0.55 0.13  .30* 
3. Service characteristics 0.65 0.39 —.26* —.44* 
4. Geographic diversity 1.05 0.53 —.06 mp —.09 
5. Firm size 7.44 0.93 —.28* —.10 16 12 
6. Adjusted ROE 31.15 99.09 .18 —.19 115 .18 .31* 
7. Adjusted market-to- 
book value of equity 0.97 0.81 14 —.23 20 .10 .29* 24 
8. Jensen’s alpha —0.02 0.03  .38* —.28* A7 —.11 .24 .20 .37* 
SN = 80. 


*p<.01 
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TABLE 6 
Results of Regression Analyses for Hypotheses 1 and 2 
Dependent Variables 
Industry- and Industry-adjusted 
Independent Risk-adjusted . Market-to-Book Jensen’s 
Variables ROE Value of Equity Alpha 
Firm size 0.352* 0.324* 0.367* 
Geographic diversity 0.153 0.081 —0.111 
Information asymmetry 0.347* 0.217 0.532* 
Economies of scope —0.303* —0.507* .  —0.557* 
Information asymmetry 
X experience services 0.038 0.397* 0.264* 
Economies of scope i 
X search services 0.101 0.358* 0.205* 
R? 0.286 0.365 0.503 
F 4.408* 7.008* 12.325* 
*p<.05 


Although those studies offer some insights as to why I found no support 
for Hypotheses 1 and 2 using adjusted ROE, it is important to note some 
differences. My accounting-based measure of firm performance differs sub- 
stantively from those used in the cited studies. To control for risk, I used 
accounting-based systematic risk, not the standard deviation of accounting 
performance, which is a measure of total risk. Since'this approach results in 
accounting measures closer to stock-market-based measures, at least with 
respect to risk, I did not find the negative relationship between accounting- 
based and stock-market-based measures of firm performance the other stud- 
ies did (Dubofsky & Varadarajan, 1987; Keats, 1988; Keats & Hitt, 1988). 
Although I used adjusted ROE to attempt to correct for any biases due to 
year-to-year fluctuations, industry performance differences, and systematic 
risk, it is possible that some effects remained unaccounted for. For example, 
controlling simply for industry performance differences may not be ade- 
quate if industry environments are heterogeneous (Kim & Lim, 1988). Also, 
time lags in reflecting the impact of diversification moves on ROE might be 
greater than the 30 months implicitly assumed here by using five-year av- 
erage ROE centered around 1987, the year when I conducted the survey to 
gather diversification data. 

To address the research question on the relative performance effects of 
information asymmetry and economies of scope, I used regression analysis 
with restricted and unrestricted coefficients (Kmenta, 1986).? Since this 


? This test is similar to the Chow test-that is used to test for differences between two 
alternative equations derived, for example, from two different theories (Kmenta, 1986: 421). 
Examining the research question requires a test for differences between two regression coeffi- 
cients described by Kmenta (1988: 248, 418—420). 
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analysis required comparing two regression coefficients, the appropriate test 
was an F-test with the following test statistic (Kmenta, 1986): 


[SSE(r) — SSE(u)|/number of restrictions 
SSE(uy(n -p) - ~ Fan 
where 
SSE(r) — the error sum of squares in a regression equation where the 
coefficients for information asymmetry and economies of 
scope are restricted to be equal, 
SSE(u) = the error sum of squares in a regression equation with unre- 
stricted coefficients, 
sample size, 


n 
and 


! 


number of parameters estimated in the unrestricted regres- 
sion equation. 


p 


Table 7 presents the regression estimates obtained. As can be seen from 
the test-statistic values, the coefficient for information asymmetry benefits 
was significantly greater than that for benefits from economies of scope for 
all performance measures. 


DISCUSSION AND CONCLUSIONS 


This study examined the performance effects of four diversification op- 
tions for service firms. Service firms may seek potential benefits from infor- 
mation asymmetry and economies of scope when they diversify. Those ben- 
efits are not always realized fully because implementation difficulties are 
present. Both potential benefits and implementation difficulties depend 
upon whether search or experience services are involved. In brief, in this 
sample of service firms: (1) information asymmetry was overall positively 


TABLE 7 
Results of Regression Analysis for Overall Performance Effects 
Dependent Variables 
Industry- and Industry-adjusted 
Independent Risk-adjusted Market-to-Book Jensen's 
Variables ROE Value of Equity Alpha 
Firm size 0.380* 0.329* 0.367* 
Geographic diversity 0.155 0.097 —0.101 
Information asymmetry 0.366* 0.316* 0.592* 
Economies of scope —0.273* —0.290* —0.417* 
R? 0.258 0.215 0.445 
F 6.505* 5.123* 15.029* 


Test statistic" 14.951* 13.204* 27.151* 


a The test statistic tests the hypothesis that the coefficient for information asymmetry is 
significantly greater than that for economies of scope. 
*p«.05 
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associated with firm performance, (2) economies of scope were overall neg- 
atively associated with firm performarice, (3) information asymmetry was 
positively associated with firm performance for experience services, and (4) 
economies of scope were positively associated with firm performance for 
search services. 

First, results suggest that related diversification by service businesses is 
a feasible and profitable strategy. This finding is consistent with earlier 
conclusions (Nayyar, 1990) and with observations by Channon (1978) and 
Heskett (1986), but it is contrary to the conclusions of previous conceptual 
examinations of service diversification (Carman & Langeard, 1980; Nor- 
mann, 1984). This finding suggests that researchers should consider differ- 
ences in sources of benefits and service characteristics when evaluating the 
performance effects of different related-diversification strategies. 

Second, the finding that information asymmetry results in better per- 
formance than economies of scope highlights the importance of implemen- 
tation difficulties. This pattern is consistent with the findings of Panzar and 
Willig (1981), who noted that the concept of economies of scope, which only 
includes production costs, may need to be widened to include organization- 
al costs. Considering production costs alone results in an incomplete anal- 
ysis of the determinants of the scope of a firm (Teece, 1980). Earlier analyses 
arrived at conflicting conclusions on service diversification precisely be- 
cause each was incomplete. 

Diversified firms might participate in potentially related businesses but 
not gain any benefit from doing so. A large difference between realized and 
potential synergy presents a difficult research problem because connecting 
diversification to firm performance requires the measurement of realized 
synergy. Furthermore, diversified firms could differ in implementation abil- 
ities, thereby attaining different levels of realized synergy for the same level 
of potential synergy. Also, realized synergy may increase as implementation 
abilities evolve (Kazanjian & Drazin, 1987). Hence, as Hoskisson and Hitt 
(1990) suggested, it might be beneficial for researchers to reexamine previ- 
ous studies of the relationship between diversification strategy and perfor- 
mance, which have cumulatively resulted in ambiguous findings (e.g., Ra- 
manujam & Varadarajan, 1989; Reed & Luffman, 1986). 

In particular, greater consideration of administrative coordination costs 
distinct from internal transaction costs might be warranted. Following 
Williamson (1975, 1985) and Jones and Hill (1988), I considered internal 
transaction costs as a function of the extent of coordination required among 
businesses. Although this view reflects the prevailing consensus, it is but 
one interpretation because the extant literature also reflects some disagree- 
ment over what costs are included under transaction costs (Chandler, 1977; 
Perrow, 1981). 

In part this issue arises because transaction costs have been defined very 
broadly as ‘‘the costs of running the economic system" (Williamson & Ouchi, 
1981: 388). Perrow (1981) noted that this definition leads to the conclusion 
that transaction costs can explain anything. Williamson (1985) acknowl- 
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edged this criticism of his definition of transaction costs. Chandler (1977) 
viewed transaction costs as only the costs of conducting a transaction be- 
tween units. Administrative coordination, however, does not involve trans- 
actions because nothing is exchanged between units; only a way to work 
together for some common purpose is determined. Chandler noted that “the 
savings resulting from (administrative) coordination were much greater than 
those resulting from lower ... transactions costs" (1977: 7). Thus, he sug- 
gested that efficiencies in administrative coordination, not in transaction 
costs, are a reason for the existence of large firms. 

Perrow also noted that “opportunism and bounded rationality ... do 
not apply well to coordination but only to transactions" (1981: 376). 
Williamson and Ouchi, however, disagreed and wrote that "coordination is 
an important transaction cost issue" (1981: 388) because time is not a free 
good. Williamson suggested that transaction costs are “the economic coun- 
terpart of friction" (1985: 2) that arises because of frequent misunderstand- 
ings and conflicts that lead to delays, breakdowns, and other malfunctions. 
His statement implies that without misunderstandings and conflicts, trans- 
action costs would be absent, or that there would be no problems in achiev- 
ing organizational coordination. But coordination of ongoing activities is 
necessary even when there are no misunderstandings and conflicts. Further, 
cooperation may not happen because the managers of two business units 
may agree that it is in their best interests to operate autonomously. Thus, it 
is not clear that transaction costs encompass all costs of internal organization. 

Hoskisson and Hitt questioned a fundamental behavioral assumption 
that underlies the transaction costs approach when they stated ‘It is overly 
pessimistic to assume that managers will usually act in their own self- 
interest as opposed to firm-interest” (1990: 490). They also noted that “there 
is little empirical research to support such a notion" (1990: 496), referring to 
managerial self-interest seeking. Porter (1985) and Kanter (1989) also listed 
several organizational impediments to cooperation between business units 
that do not necessarily arise from managers seeking their own self-interests 
with guile, which is a cornerstone of the concept of transaction costs 
(Williamson, 1975). 

In summary, both the transaction and the administrative coordination 
views thrive because both exchanges and coordination take place between 
related businesses. Thus, it might be useful for researchers to consider both 
internal transaction costs and administrative coordination costs to ascertain 
the benefits realized from relationships between businesses. Such an exam- 
ination might shed some further light on why synergy is so hard to achieve. 

Third, at least for service firms, the results of this study suggest that it is 
useful to consider the impact of different benefit-generating mechanisms 
because systematic performance variations exist within the related- 
diversified category defined by Rumelt (1974). Several other studies have 
also found within-category performance variations (Barton, 1988; Bettis & 
Mahajan, 1985; Biggadike, 1976; Dubofsky & Varadarajan, 1987; Kitching, 
1967; Lubatkin & Rogers, 1989; Nathanson & Cassano, 1982). It should be 
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noted that Rumelt recognized the need to examine such within-category 
differences: 


Before the work of classifying the firms was begun, it seemed 
useful to sub-divide the Related Business category into three 
subclasses. These subclasses would serve to differentiate among 
those firms that have diversified by relying chiefly on (1) rela- 
tionships among markets served and distribution systems; (2) 
relationships based on similar production technologies; or (3) 
the exploitation of science-based research. It was found, how- 
ever, that while individual moves to diversify were easily placed 
in one of these subclasses, few firms had used one type of rela- 
tionship with enough consistency to warrant its use as charac- 
terizing the firm's strategic posture as a whole. Consequently, 
the attempt was abandoned (1974: 17). 


In retrospect, that abandonment was unfortunate. Differences in pat- 
terns of relatedness among businesses are more complex than the related- 
linked and related-constrained categories indicate. Since firms can choose to 
exploit different sources of benefits, it would be useful to consider and 
measure such differences. 

Recognizing different sources of benefits has implications for testing the 
diversification strategy — performance relationship because those differences 
imply sample heterogeneity. Montgomery, Wernerfelt, and Balakrishnan 
(1989) suggested that researchers should explicitly pay attention to sample 
heterogeneity because pooling observations under such conditions has led to 
empirical results that were later overturned. For example, accounting for 
sample heterogeneity has led to several important findings, such as those on 
strategic groups (Hatten & Schendel, 1977) and on market structure (Bass, 
Cattin, & Wittink, 1978; Bass & Wittink, 1975). 

Fourth, the results of this study are consistent with the resource-based 
view of firms (Barney, 1988, 1991; Conner, 1991; Wernerfelt, 1984). For a 
resource to provide a competitive advantage it must be valuable, relatively 
rare, inimitable, and without strategic substitutes (Barney, 1991). Clearly, 
resources that underlie information asymmetry benefits, such as reputation, 
are more likely to possess such characteristics than resources that underlie 
economies of scope, such as physical assets. Thus, the resource-based per- 
spective would suggest that information asymmetry provides a greater sus- 
tainable competitive advantage than economies of scope. However, when 
economies of scope arise from intangible resources, such as managerial abil- 
ities, dominant logics, routines and repertoires, and technologies, they too 
can result in a sustainable competitive advantage. Barney suggested that 
such instances are characterized by synergies that are either “private and 
unique, inimitable and unique, or unexpected" (1988: 77). E 

The results of this study also have some implications for practitioners. 
Devising strategies based only on potential benefits or assuming that poten- 
tial benefits will always or automatically be realized is risky. To evaluate a 
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related-diversification strategy, it is necessary to identify the sources of the 
benefits envisaged, to isolate implementation difficulties, and to identify 
any other factors, such as service characteristics, that could affect potential 
benefits and implementation difficulties. 

Managers would be well advised to understand and investigate ways to 
meet the diverse service needs of existing buyers. Serving the multiple needs 
of existing buyers offers benefits via a relatively soft procéss, the consumer 
franchise. In contrast, using resources more intensively offers benefits via a 
relatively hard process, cost saving. One indication that firms' managers may 
believe that the second type of benefits can always and automatically be 
realized is that economies of scope were consistently negatively associated 
with firm performance (Table 7). This association suggests that potential 
economies of scope lured firms into adopting that strategy without an ade- 
quate consideration of implementation difficulties, an action that, in the 
end, nullified the potential benefits of the strategy. 

Firms that currently seek potential economies of scope should examine 
whether they obtain positive realized benefits. If not, managers should con- 
sider ways to reduce implementation difficulties or to reduce resource shar- 
ing by acquiring additional resources or eliminating businesses. Similarly, 
managers should examine the portfolio of services offered to determine 
whether opportunities for information asymmetry benefits have been ex- 
ploited. 
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APPENDIX A 


Definitions of Entropy Measures 
Economies of Scope 
Entropy owing to multiple businesses using a common resource base (CRBj) is given by 
CRB, = >>) Pyln(1/P,), 
VW 


where P, is the share of business 1 of group j in the total sales of a group of businesses thet use 
a common resource base. 
Economies of scope are then 


N 
ES = | >) CRB, x P ken 


jmi 


where P, is the share of the jth group of resource-related businesses in the total sales of a firm, 
N is the total number of groups of such related businesses. and FTD is deflned below. 


Information Asymmetry 
Entropy owing to multiple businesses serving a common client base (CCB,) is given by 
CCB, = Y, Pyln(UPy), 
m 


where P, is the share of business i of group j in the total sales of the group of businesses that 
serve a common client base. 
The level of information asymmetry is then 


M 
= | Y CCB; x P ken 
jut 


where P, is the share of the jth group of client-related businesses in the total sales of a firm, M 
is the total number of groups of such related businesses, and FTD is defined below. 
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Firm Total Diversification 
The variable was computed as: 


T 
FTD = >) Pin(UPj, 


i-1 


where P, is the share of the ith business in the total sales of a firm and T is the total number of 
businesses of a firm. 


Geographic Diversity 


The variable was computed as: 


G 
GD = Y, Siin(1/S)), 


[ut 


where S, is the proportion of firm revenues obtained from geographic region j and G is the total 
number of geographic regions from which a firm obtains revenues. 


APPENDIX B 


Definitions of Performance Measures 


Industry-adjusted and Risk-adjusted Return on Equity 
The variable was computed as: 


BFE = ROE-based systematic risk for firm f, given by 
Covariance (ROE;, ROE,,)/995- 94 

Variance (ROE,,):955-94 
DICH = ROE-based systematic risk for industry j, given by 


Covariance (ROE), ROE; 1905-54 
Variance (ROE,,)1985-*4 : 


and 


RO 885-80 RO 1985—89 
ADJROE; = BF -2px ee, 
where 


ROE, = the average ROE for firm f over the period indicated, 

ROE, = the average ROE for industry j over the period indicated, with an industry 
defined as including all firms in the COMPUSTAT data base with primary 
SIC codes in that industry, 

ROE,, = the return on equity for a market portfolio comprising all firms in the 
COMPUSTAT data base, 

and 
P, = the proportion of revenues from industry j in the total revenues of a firm. 


Industry-adjusted Market-to-Book Value of Equity 
The variable was computed as: 


Deg AMV)!" 


ADJMBVE; Ke ABV S87 ES 
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where . 

AMV;,'°°” = the average market value of equity for firm f in 1987, computed as the mean of 
the opening and closing values for the year, 

ABV,” = the average book value of equity for firm f in 1987, computed as the mean of 
the opening and closing values for the year, 

AMV;'*” = the average market value of equity for industry j in 1987, computed as the 
mean of the opening and closing values for all firms in industry j for the year, 

ABVj/?" = the average book value of equity for industry j in 1987, computed as the mean 
of the opening and closing values for all firms in industry j for the year. 


Jensen’s Alpha 


Jensen’s alpha was computed as the intercept term in the following regression equation 
estimated using daily stock returns for 1987: 


(Ry — R4) = Ly + Beau — Ry), 
where 


Ry, = the stock return on day t for firm f, 
Ra. = the stock return on day t for a market portfolio, 
Ha = the risk-free rate of return, computed as the daily return on a 12-month treasury 
bond for each month, 
B, = the systematic risk for firm f, 
and 


L; = Jensen’s alpha for firm f. 
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The new internationalization of the field of management has produced 
growing concern as to whether theories and techniques largely devel- 
oped in the United States apply to other cultures. A within-subjects 
experimental design was used to analyze the impacts that three popular 
and successful techniques used in U.S. studies had on the performance 
of workers in the largest textile factory in the Russian republic of the 
former Soviet Union. Two techniques, providing extrinsic rewards and 
behavioral management, had significant, positive effects, but a partic- 
ipative technique led to a decrease in performance. 


A natural consequence of internationalization has been an urgent call 
for theory building and research to improve the understanding and manage- 
ment of human resources in countries around the globe (cf. Adler, 1983; 
Arvey, Bhagat, & Salas, 1991; Doktor, Tung, & Von Glinow, 1991a,b; Dowling 
& Schuler, 1990; Sheth & Eshghi, 1989). Starting with the pioneering work of 
Fayol (1949), the prevailing assumption through the years in the United 
States has been that management theories and techniques have universal 
applicability. Although each country has its own body of management 
thought, most of the mainstream management literature in the United States 
reflects only the American experience. As Adler (1991) pointed out, Amer- 
ican scholars have typically used samples of American employees in Amer- 
ican organizations to develop their theories and test their research questions. 
However, her own research and that of other cross-cultural researchers like 
Hofstede (1980) led her to conclude that the universalist assumption that 
what was true for American workers in the United States was also true for 
people from other countries was wrong (Adler, 1991: ix). 


We would like to thank the Tver Cotton Mill, the Tver State University faculty, and stu- 
dents of the departments of economics and foreign languages at that university for their assis- 
tance. This research was partially funded by grants from the NWIAS, the Eastern Washington 
University Foundation, and the University of Nebraska Center for Technology Management and 
Decision Sciences. 
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This questioning of the universalist assumption has stimulated compar- 
ative management theory (Arvey et al., 1991; Black, Mendenhall, & Oddou, 
1991; Doktor et al., 19918, b; Milliman, Von Glinow, & Nathan, 1991) and 
research (Harris & Moran, 1991; Kedia & Bhagat, 1988; Hegarty & Hoffman, 
1990; Hitt, Tyler, & Park, 1990; Kelley, Whatley, & Worthley, 1987). In par- 
ticular, there has been considerable interest in the comparative analysis of 
American and Asian human resource management theories and techniques 
because of the significant growth and economic success of Pacific Rim coun- 
tries, particularly Japan (Adler, Doktor, & Redding, 1986; Bass & Burger, 
1979; Ohmae, 1987; Ouchi, 1981; Pascale & Athos, 1981). From this theory 
building and research has come the realization that although some similar- 
ities do exist across cultures, there are also significant differences. For ex- 
ample, Boyacigiller and Adler (1991: 275) noted that most American theories 
of motivation reflect a decidedly individualistic perspective and may not be 
applicable in countries such as China that assign people to jobs rather than 
allowing individuals to exercise free choice. Recognizing these similarities 
and differences is important for human resource management not only in 
Asian countries, but in other countries as well. 

To date, there has been very little, if any, theory building or research that 
might help solve the human resource management problems facing organ- 
izations in dramatically changing Eastern Europe (Pearce, 1991). Organiza- 
tions in these countries certainly present challenging and unique opportu- 
nities to cross-culturally analyze popular human resource management theo- 
ries and techniques developed and used in the United States. This is 
especially true in the newly emerging Russian federation. For example, a 
recent survey of over 1,000 heads of Russian enterprises found thet a ma- 
jority expressed their inability to provide effective employee motivation 
(Ivancevich, DeFrank, & Gregory, 1992: 47). Testing whether successful 
U.S.-based human resource management theories and the accompanying 
techniques for their implementation will work with Russian employees 
would benefit not only Russia, as it makes the transition to a market econ- 
omy, but also U.S. firms that desire to do business or enter joint ventures 
with existing or new Russian enterprises. 

Some recent general books (Kiezun, 1991) and articles (Forker, 1991; 
Ivancevich, DeFrank, & Gregory, 1992; McCarthy & Puffer, 1992; Puffer & 
McCarthy, in press; Shaw, Fisher, & Randolph, 1991; Vance & Zhuplev, 
1992) feature some of the long-standing and current problems facing Russian 
management. However, to date the only known systematic cross-cultural 
analysis of modern U.S. and Russian management is Behind the Factory 
Walls (Lawrence & Vlachoutsicos, 1990). This book and an article by the 
same authors (Vlachoutsicos & Lawrence, 1990) are based on data collected 
by a research team from Harvard University and their Soviet counterparts 
who, in 1988, studied four factories (truck engine and electrical equipment 
plants) for two weeks in each country. This study provided insights into 
managerial decision making; but as the researchers themselves pointed out, 
the results were limited because the data were only drawn from personal 
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observations and interviews. However, the analysis made of U.S. and Rus- 
sian cultural characteristics in general, and of the factories studied in par- 
ticular, provides a useful backdrop and point of departure for a more em- 
pirical cross-cultural analysis of specific human resource management theo- 
ries and techniques. 

The present study selected three human resource management theories 
and accompanying techniques to test in a Russian factory. They involved 
extrinsic rewards, behavioral management, and participation. We chose 
those three areas because they are representative of popular U.S. human 
resource management theories and techniques and because they have his- 
torical roots in the Russian approach to human resource management. For 
example, Kiezun (1991) pointed out that Lenin initially criticized Taylor's 
scientific management as an example of the exploitation of workers by cap- 
italists. However, after the October Revolution, he advocated Taylor's meth- 
ods as a way to increase the productivity of workers. In particular, Lenin 
suggested the use of piece-rate incentive systems, a type of extrinsic rewards 
approach, and the use of team meetings— a participative approach—to get 
workers to provide input for improving performance. Although such tech- 
niques were banned during the Stalin years, they resurfaced in the Gor- 
bachev era (Kiezun, 1991). 

Another reason we chose to analyze those three approaches cross- 
culturally was that we could draw from some of our previous U.S. studies, 
replicating procedures and comparing results (cf. Luthans, Kemmerer, Paul, 
& Taylor, 1987; Luthans & Kreitner, 1985; Luthans, Paul, & Baker, 1981; 
Luthans, Paul, & Taylor, 1985). However, it should be noted that the present 
study was not designed to be a true cross-cultural study in the sense that we 
had equivalent organizations and work groups in both countries. Rather, our 
intent was to independently analyze three recognized techniques developed 
in the United States on samples of Russian factory workers. 

The extrinsic rewards behavioral technique used in this study involved 
providing valued rewards to workers contingent upon their performance 
improvement. The theoretical basis for this approach is found in operant 
learning theory (Skinner, 1953, 1969) and applied behavioral analysis in 
organizations (Andrasik, 1989; Komaki, Waddell, & Pearce, 1977; Merwin, 
Thompson, & Sanford, 1989; O'Hara, Johnson, & Beehr, 1985). The imple- 
mentation followed procedures suggested by Luthans and Kreitner (1985) 
that have had a positive impact on U.S. workers. The extrinsic rewards used 
in this study were inexpensive but valued American products brought over 
by the on-site researcher;’ they included soap, detergent, adult and chil- 
dren's clothes, jeans, t-shirts with logos, paper goods, canned goods, coffee, 
and music tapes. 


1 The on-site researcher was the first author, who was present at the factory throughout the 
study. She was assisted by faculty members and students from the departments of economics 
and foreign languages at Kalinin (now Tver) State University. They served as translators and 
helped her as needed in implementing the three interventions. 
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The Harvard research team found that Russian factory workers have 
tended to rely heavily on individual bonuses and piece rates, and these were 
seen to "shape their actions to increase these rewards" (Lawrence & Vla- 
choutsicos, 1990: 284). American goods rather than money were used in the 
present study as extrinsic rewards because the scarcity of such goods made 
them more valuable to these workers than money. 

The second intervention, behavioral management, used trained super- 
visors to contingently administer social rewards (praise and recognition) and 
feedback when their workers performed identified functional behaviors and 
to administer reminders and corrections for identified dysfunctional behav- 
iors. This intervention followed the theoretical approach suggested in the 
behavioral management literature (Luthans & Kreitner, 1985; Scott & Podsa- 
koff, 1985) and replicated as closely as possible the procedures from two 
previous studies that found significant, positive effects on the performance 
of U.S. employees (Luthans et al., 1981, 1985). 

This behavioral management approach is compatible with what is 
known about Russian human resource management. Kiezun noted that a 
primary goal of Lenin's was to develop methods of social control that rein- 
forced “in workers a spirit of enterprise, a sense of responsibility for the 
common interest and for social good" (1991: 84). Kiezun also discussed the 
similarity between the "enthusiasm of the working class" (1991: 85) Lenin 
sought and Maslow's (1954) hierarchy of needs. Specifically, Kiezun noted 
that supervisors could gain workers' compliance by appealing to their social 
need for self-accomplishment (1991: 85). The use of social attention and 
recognition in behavioral management is compatible with meeting such a 
need. In this case, linking the Russian workers' social rewards with their 
contribution to the common interest in the form of production of high- 
quality textiles is also managing identified functional behaviors that con- 
tribute to higher performance. In Lenin's view, piece-rate systems were to be 
used until supervisors could develop a values-based mentality. Interest- 
ingly, Lenin's idea is not unlike Etzioni's (1961) classic notion of working 
from coercive to remunerative to normative bases of compliance. 

In the participative technique used in the present study, the on-site 
researcher met with the workers studied without their supervisors present 
and asked them for participative input relevant to enriching their jobs 
around the characteristics of identity, significance, variety, autonomy, and 
feedback. Supervisors typically are not included in this technique so that 
workers will feel freer to contribute their ideas for performance improve- 
ments. The theoretical foundation comes from the literature on worker par- 
ticipation (Macy, Peterson, & Norton, 1989) and job design and enrichment 
(Hackman & Oldham, 1976, 1980). Studies have generally found that such an 
approach leads to motivational effort and performance improvement among 
American workers (Fried & Ferris, 1987; Griffin, 1989; Levine, 1990; Roberts 
& O'Reilly, 1979). The specific participative technique used in the present 
study replicated as closely as possible a previous study that had a positive 
impact on the performance of U.S. employees (Luthans et al., 1987). 
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There is considerable research in the North American cultural context 
concerning the three approaches studied, but there is very little such infor- 
mation for Russia. In fact, knowledge about today's Russian culture is just 
starting to emerge, and of course that country is currently undergoing trans- 
formation and considerable adversity and uncertainty. Nevertheless, starting 
with some generalizations about the similarities and differences of American 
and Russian cultural values can provide a theoretical framework for devel- 
opment of hypotheses concerning the effects that the three U.S.—based tech- 
niques might have on Russian workers. 

Again, Lawrence and Vlachoutsicos (1990) made one of the few cultural 
comparisons between the United States and the Soviet Union. They noted 
that, in general, Russian workers learned to be cautious and to respond to 
unpredictable and uncontrollable events by alternating intense work and 
rest; in addition, they developed a special capacity for communal work. In 
contrast, American employees, conditioned by a more plentiful environ- 
ment, have learned to expect that they will be able to influence their envi- 
ronment and achieve tbeir goals (Lawrence & Vlachoutsicos, 1990: 20). 

Given what was known about human resource management and cultural 
values in Soviet Russia, we hypothesized that both giving extrinsic rewards 
and behavioral management, which have been found to be successful in U.S. 
studies (Luthans & Kreitner, 1985; Luthans et al., 1981, 1985), would also be 
successful in Russia. These two behavioral interventions are compatible 
with American employees' cultural values because they allow employees to 
influence their environment to obtain desired rewards. By the same token, 
under these behavioral interventions Russian workers would be allowed to 
exhibit the Russian cultural value of intense, very hard work, even during 
turbulent times. This cultural value would support the Russian workers' 
effort to improve performance when improvement becomes materially 
worthwhile, as when extrinsic rewards are available, or worthwhile in terms 
of the common good, as when social and feedback rewards are available 
(Kiezun, 1991: 84). As discussed earlier, these behavioral techniques are also 
compatible with what is known about existing approaches to human re- 
source management in Russian factories (Kiezun, 1991; Lawrence & Vla- 
choutsicos, 1990). 


Hypothesis 1: Extrinsic rewards intervention will have a 
positive effect on the performance of Russian factory 
workers. 


Hypothesis 2: Behavioral management intervention will 
have a positive effect on the performance of Russian fac- 
tory workers. 


The same type of theoretical analysis was used to develop a hypothesis 
concerning the participative technique. This intervention is more complex 
than the other two and may be more compatible with U.S. employees' cul- 
tural values than with the Russian workers' cultural values. Group meetings 
encouraging participation and job redesign efforts, such as increased auton- 
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omy, are compatible with the American cultural values of being able to 
influence the environment and accomplish goals. In contrast, such partici- 
pative efforts may disrupt or threaten the Russian cultural value of commu- 
nal work. 

Vlachoutsicos and Lawrence (1990) noted that Russian work groups 
have established cohesion, solidarity, and camaraderie over the years. Rus- 
sian factory workers tend to be fiercely loyal to one another and, importantly 
for the present study, to their leaders. Vlachoutsicos and Lawrence stated 
that, “In fact, divulging information to outsiders, even on trivial matters, 
needs the leader's clear approval" (1990: 5). Also, they found that although 
the Russians commonly used work groups to help manage factories, they 
were still in the process of "learning to use participative methods effec- 
tively" and were "more reserved about sharing enterprise information with 
outsiders than are U.S. managers" (1990: 282). The present study's defini- 
tion and implementation of the participative intervention, designed to rep- 
licate a previous U.S. study (Luthans et al., 1987), could have violated the 
Russian cultural values described by Vlachoutsicos and Lawrence (1990). 
Group meetings, led by an outside American researcher and translators- 
assistants from the local university, and individual follow-ups, both without 
the workers' supervisors present, could have been perceived as a threat to 
the established communal cultural values and human resource management 
approach common in the Russian republic. Trying to balance replication 
of the previous U.S. study against not violating Russian work-team values, 
we obtained explicit approval for the process used from the supervisors 
and communicated that approval to the workers. Although others have sug- 
gested a potential for U.S.- based techniques to overwhelm dominant cul- 
tural values (Cox, Lobel, & McLeod, 1991), we were not confident that this 
would occur. Therefore, this intervention posed an interesting empirical 
question. 


Hypothesis 3: Participative intervention will not have a 
positive effect on the performance of the Russian factory 
workers. 


METHODS 


A within-subjects experimental design was used to test the three hy- 
potheses. Variously called A-B-A, reversal, or withdrawal (Hersen & Barlow, 
1976), this design has been widely recognized as meeting criteria for scien- 
tific methodology and minimizing threats to validity (Crowell & Anderson, 
1982; Hersen & Barlow, 1976; Kazdin, 1973, 1980; Komaki, 1977; Luthans & 
Davis, 1982; Sidman, 1960). In this experimental design, the dependent 
variable is measured under existing or baseline conditions, then the inde- 
pendent variable or intervention is introduced, and in the final phase the 
intervention is withdrawn or there is a reversal to baseline conditions. 
Hersen and Barlow note that if after baseline measurement (A) the applica- 
tion of an intervention (B) leads to improvement and conversely results in 


64 Academy of Management Journal February 


deterioration after it is withdrawn (A), one can conclude with a high degree 
of certainty that the intervention is responsible for the changes in the de- 
pendent variable (1976: 176). 


Study Site 


The study took place in the late spring of 1990 at the Kalinin Cotton Mill 
in the city of Kalinin (now called Tver), located 90 miles northwest of Mos- 
cow. With about 8,000 employees, the Kalinin Cotton Mill was recognized as 
the largest textile factory in the Russian republic. The factory was celebrat- 
ing its 100th year of operation. Its staff had experienced perestroika— 
economic and political restructuring under Gorbachev— but had not, of 
course, yet experienced the break-up of the Soviet Union and the aftermath 
of that process. 

The spinning operation at this factory was housed in two buildings and 
had 1,200 workers. The weaving mills were housed in two buildings with 
1,900 and 500 workers, respectively. Another building, for fabric drying, 
employed 1,400 workers. In addition to those 5,000 production workers, the 
plant employed’3,000 auxiliary and service workers, who were involved in 
secretarial work, computer support (one entire building), and maintenance. 

This study took place in the larger weaving mill. In terms of organization 
structure, this mill of 1,900 workers was divided into four shops with 500 
looms per shop. Each shop had one director and three supervisors per shift. 
A building director oversaw the shop directors and reported to the general 
director of the factory. 

The factory operated three shifts: 6 A.M.—2:20 P.M., 2:20 P.M.—10:40 P.M., 
and 10:40 P.M.—6 A.M. Three work groups rotated shift assignments every 
week. On Saturdays there was only a 6:00 A.M. to 2:00 r.m. shift, staffed by 
the work group that had worked the day shift that week. 

Once the fabrication process was complete, the rolls of 100 percent 
cotton fabric that had been produced were inspected and their quality care- 
fully and quantitatively recorded. The rolls were then shipped; some of the 
material from this textile mill went to Russian clothing factories, but most of 
it was exported to trading partners in Eastern Europe and to such countries 
as Denmark and Sweden. 


Subjects 


For this study, we randomly selected 33 workers from each work shift of 
the weaving operation, obtaining a total of 99 subjects. All but three of these 
workers were ethnic Russians. Their average age was 36 years, and their 
average number of years of education, including time at trade schools, was 
11.5. We then randomly assigned each group to one of the three treatments 
used in the study— extrinsic rewards, behavioral management, or participa- 
tion technique. The three samples were deemed to be equivalent. For exam- 
ple, all had completed the factory's standard orientation and job training 
programs, which included serving an apprenticeship under an experienced 
worker. The subjects had been repeatedly told what was expected of them in 
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terms of performance standards. All had been employed in the factory for at 
least 1 year; the average tenure was 14.3 years on the job. Given the subjects' 
common background, changes in their performance and behavior could not 
be attributed to orientation and training, performance expectations, or the 
steep learning curve that new employees exhibit. 

In Russian, the subjects’ work role was described as “workers over the 
weavers.” All men, these subjects performed a variety of tasks related to the 
production of bulk cotton fabric and the quality of that fabric. Part of each 
subject's responsibilities involved assisting and instructing, but not really 
supervising, two weavers who actually operated the weaving equipment. 
All the weavers were women. The subjects had supervisors who also super- 
vised the weavers. Specific aspects of the subjects' job included setting up 
the machines, making the transition during shift changes, monitoring the 
machines, performing maintenance and repairs, assisting the weavers as 
needed, changing rolls of cloth, and communicating with supervisors and 
management. 

These subjects were chosen for the study rather than the weavers be- 
cause the latter were closely supervised and had very mechanized and struc- 
tured jobs. The weavers had virtually no flexibility or latitude in their jobs 
and were less accountable for performance than were the subjects. The man- 
agers reported and the on-site researcher verified that the weavers spent 
almost all their time doing highly repetitive work. In more automated, com- 
puterized production processes, these weavers' jobs would not exist. 


Procedures 


For each experimental group, data were gathered for the baseline for two 
weeks; each group was then submitted to a two-week intervention period; 
and finally there was a return to the baseline in which the intervention was 
withdrawn for the fifth and sixth weeks of the study. 

All three within-subjects experimental designs used the amount of top- 
grade fabric produced as the dependent measure of group performance. The 
amount of top-grade fabric, which had to meet existing quality control stan- 
dards, was calculated by members of the plant’s engineering personnel. 
Forker (1991) gives a detailed account of the Soviet Union approach to 
quality control used in this and other factories across the country. 

Extrinsic rewards intervention. Following Luthans and Kreitner (1985), 
we defined the extrinsic rewards intervention as the providing of valued 
rewards, in this case American goods. The on-site researcher and assistants 
administered these extrinsic rewards to the group of 33 subjects chosen for 
this intervention. They received the rewards contingent upon their increas- 
ing the amount of top-grade fabric they produced. Importantly, however, no 
specific goals were set. We did not use specific goals deliberately to avoid a 
contaminating goal-setting effect, although Lawrence and Vlachoutsicos 
found a lack of concern with goals among the Russian workers in their study 
(1990: 284). At the end of two weeks, the contingent extrinsic rewards in- 
tervention ceased. 
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Behavioral management intervention. The behavioral management in- 
tervention also followed the approach suggested by Luthans and Kreitner 
(1985) and in general followed the procedures used in two previous U.S. 
studies (Luthans et al., 1981, 1985). With the help of the translators- 
assistants, the on-site researcher trained the subjects' supervisors in behav- 
iore] management, informing and instructing them about behaviors identi- 
fied as functional and dysfunctional for performance on the basis of written 
job rules or descriptions and managers’ and workers’ accounts. The func- 
tional behaviors involved checking looms, doing repairs, monitoring fabric 
quality, changing rolls of cloth, threading, helping weavers and co-workers 
get material and equipment, and changing shifts. The dysfunctional behav- 
iors involved absence from the work site, idle time, and dirty hands. 

The supervisors were instructed on examples of specific functional and 
dysfunctional performance behaviors and were encouraged to ask clarifying 
questions. The researcher then instructed the supervisors to administer rec- 
ognition and praise when workers performed the functional behaviors and to 
provide specific feedback to them about these behaviors. The supervisors 
were also instructed to give reminders and make corrections when they 
observed the dysfunctional behaviors but were specifically told not to give 
negative reprimands or punishment. 

Unlike the other two interventions, this behavioral management inter- 
vention called for the subjects to play a passive rather than an active role. 
The researcher simply told the subjects that they would be part of a man- 
agement study; the functional and dysfunctional behaviors were identified 
for them and the relationship that these behaviors had to performance was 
carefully explained. Importantly, however, as in the extrinsic rewards inter- 
vention, no goals or standards for performing these behaviors were set for the 
workers, nor were they told that their supervisors would be using behavioral 
management techniques. 

Like the other two interventions, this behavioral management approach 
was terminated at the end of the two-week intervention period. Even though 
the supervisors were instructed to cease providing social rewards and feed- 
back for the functional behaviors, the workers would obviously not have 
been able to perceive this return to the baseline condition as clearly and 
abruptly as the end of the other two interventions. 

Participative intervention. Following the procedures used in the 
Luthans and colleagues (1987) study, this participative intervention asked 
for the workers' input and involved job enrichment characteristics. As noted 
earlier, the on-site researcher, with help from translators-assistants, con- 
ducted a number of meetings without the subjects' supervisors present. 
These meetings were relaxed, open-ended discussions asking the workers 
for their input on how to improve performance in their area of responsibility. 
To avoid the meetings' being just gripe sessions and to replicate the earlier 
U.S. study's procedures, the researcher guided these participative sessions 
into a framework utilizing Hackman and Oldham's (1976, 1980) core job 
characteristics of identity, variety, significance, autonomy, and feedback. 
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The actual suggestions subjects made during this intervention ranged 
from accident reduction strategies to developing a tool crib and check-out 
system to improve the quantity and quality of fabric produced. Since the 
subjects came up with the suggestions themselves through the participative, 
job design-enrichment format and had the authority to carry them out in 
their role as ‘‘workers over the weavers,” the idea was that they would be 
motivated to try out the suggestions on the job and thus improve their per- 
formance. The on-site researcher and the local university translators- 
assistants also employed the same participative approach used in the formal 
meetings in one-on-one random, informal meetings with the subjects 
throughout the intervention period. At the end of two weeks, meetings and 
informal one-on-one interactions ceased. 


RESULTS 


Using the within-subjects experimental design, we analyzed the data for 
each of the three treatment groups separately. Figures 1, 2, and 3 show 
graphic data on the production of top-grade fabric following each interven- 
tion. We initially analyzed these performance data using the Auto- 
Regressive Integrated Moving Average (ARIMA) procedure (Cook & Camp- 
bell, 1979). 


Preliminary Analysis of the Data 


The ARIMA procedure allows investigation of potential autocorrela- 
tions within data to determine if observed events are a function of past 
behavior. Specifically, we used ARIMA to determine if the subjects' perfor- 
mance was a function of time or of the experimental interventions. Typically 
a time series technique used in economics, ARIMA is also beginning to be 
used in human resource management studies (Dalton & Mesch, 1990). 

Q-statistics were derived from the ARIMA analyses of each set of three 
treatment periods. This statistic reports the probability that observed varia- 
tions in the data are due to “white noise" (random variation), or to a time 
series autocorrelation. The lower the chi-square for this analysis, the more 
probable that there is random fluctuation around a "grand mean."? The 
results indicated no reason for us to reject the white noise hypothesis for the 
baseline, intervention, and reversal periods for each of the interventions. 
Therefore, we compared means using analysis of variance (ANOVA).? 


2 The “grand mean” in this case is the mean performance for all the subjects for the entire 
measurement period, whereas the mean performance would refer to a single subject's perfor- 
- mance in the entire period or all subjects' performance for a specific day within the period. 

3 In addition to the ANOVA, we used “spline regression" (Montgomery & Peck, 1982) to 
verify that the introduction of each intervention did indeed result in the change in the iunction 
describing the grand means. Spline regression techniques are used to identify "knots" In poly- 
nomial regression functions, which are unique in that they behave differently within different 
ranges of independent variables. The usual approach is to divide the range of a variable into 
segments and fit an appropriate curve in each segment (Montgomery & Peck, 1982: 189]. A knot 

(continued) 
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Although autocorrelation was not present, one fairly consistent, nonsig- 
nificant trend in the data should be noted. As stated earlier, the subjects 
changed shift assignments each week, and the group working the day shift 
(6:00 A.M. to 2:20 P.M.) during a given week also worked the full shift on 
Saturday. Visual inspection of the data presented in Figures 1, 2, and 3 
indicates that this Saturday shift (days 4, 10, 16, 22, 26, and 31) appeared to 
have a temporary negative impact on the production of top-grade fabric, 
depressing the performance of subjects during the following week. Though 
statistically nonsignificant here, this effect might show a significant cyclical 
fluctuation with a larger number of observations. 

A possible explanation of this “Saturday effect" is that the workers were 
fatigued from the longer work week and thus, their production declined. 
This fatigue is probably a reason for the sharply falling curves seen in Fig- 
ures 1, 2, and 3. However, the rapid recovery rate of the extrinsic rewards 
group during the intervention period shown in Figure 1 suggests that the 
intervention could also have influenced this effect. 

This preliminary analysis of the statistical and visual data was con- 
ducted because this field setting was especially complex and the population 
unfamiliar. We tried as much as possible to ensure that the data would not be 
misleading or be dismissed as autocorrelated. 


Results of the Extrinsic Rewards Intervention 


Figure 1 shows daily top-grade fabric production for the group involved 
in the extrinsic rewards intervention. As can be seen, the intervention 
greatly increased the group's production. Of special note are the huge de- 
clines that occurred after Saturday shifts. However, we might infer that the 
extrinsic technique helped the workers diminish or overcome the Saturday 
effect —that is, the rewards for improved performance may have been 
enough to overcome their fatigue. Finally, the graph shows that performance 
returned to a lower level after removal of the extrinsic rewards intervention 
during the reversal period. 

To supplement and extend the visual data, we conducted statistical 
analyses. An ANOVA with Scheffé tests showed that the quantity of top- 
grade fabric produced by the subjects during the extrinsic rewards interven- 
tion was significantly higher than that produced during the preceding base- 
line period (F — 18.31, p « .001), and there was a nonsignificant lower 
performance level in the reversal period. Mean production levels (meters per 
person per day) for the three periods were: baseline, 18,954; intervention, 
22,248; and reversal, 21,401. 


is the transition point at which one segment ends and a new segment begins. In this study, 
spline regression was used to verify that the knots occurred where they would be expected to 
arise as a result of the introduction and withdrawal of the interventions. In all three experi- 
ments, results of the spline regression analyses supported the ANOVA findings. 
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FIGURE 1 
Results of the Extrinsic Rewards Intervention 
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Results of the Behavioral Management Intervention 


As Figure 2 shows, the amount of top-grade fabric produced by the 
workers increased during the behavioral management intervention period. 
When the intervention was withdrawn, the production level declined. 

The ANOVA done on the performance data for the behavioral manage- 
ment intervention revealed no significant differences across the three peri- 
ods. However, when the possibility of a lag between behavioral change and 
performance change is taken into consideration, significant differences 
emerge. Likert's (1967) classic leadership theory was based on the premise 
that there is a temporal lag between behavioral change and performance 
change, and behavioral management theorists (Luthans & Kreitner, 1985; 
Scott & Podsakoff, 1985) have maintained that position. Visual inspection of 
the slope and function of the line in Figure 2 suggests the existence of a 
three-day lag between behavioral change and performance change. 

An ANOVA conducted on the fabric production data shown in Figure 2 
under the assumption that there was a three-day lag indicated the behavioral 
management intervention had a significant and positive effect (F — 18.02, p 
< .001). Scheffó multiple cell comparisons showed that productivity signif- 
icantly increased from the baseline period (x = 18,864) to the intervention 
period (x — 20,587) and declined significantly from the intervention to the 
reversal period (x — 19,207). As an aside, we also conducted the lagged tests 
on the other two interventions with no changes in the results. Although the 
descriptive statistics change under the lag (because we redefined the periods 
for the other two interventions), the interpretations do not change. 


Results of the Participative Intervention 


Figure 3 shows the performance pattern of the textile workers who were 
involved in the participative intervention. This group's production of top- 
grade fabric fluctuated in a nonsignificant, upward direction during the 
baseline period. However, production then significantly fell during the in- 
tervention period. During the reversal period, mean fabric production was 
slightly, but nonsignificantly, higher. 

Visually inspecting the curve in the intervention period shows that 
there was an initial immediate boost in performance that might have been 
due to the intervention; then, something occurred to greatly decrease output 
during the intervention period. An alternative explanation would be that the 
performance levels recorded in the initial days of the intervention period 
were a continuation of the baseline trend, but once the intervention took 
hold it may have caused production to decrease. 

An ANOVA of the grand means showed significant differences in the 
group's fabric production across the three periods (F = 25.85, p < .001). 
Scheffé tests for multiple cell comparisons showed these workers actually 
displayed higher performance in the baseline period (x — 20,130) than in the 
intervention (X — 18,144) and reversal (X — 18,384) periods, and there was 
a nonsignificant trend toward higher performance between the intervention 
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FIGURE 2 
Results of the Behavioral Management Intervention 
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FIGURE 3 
Results of the Participative Intervention 
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and reversal periods. These ANOVA results suggest that the participative 
intervention did not work in this cultural context and may have even di- 
minished the performance of the subjects. 


DISCUSSION 


This study analyzed the impact that behavioral and participative tech- 
niques, largely developed and researched in the United States, had on the 
performance of workers in a Russian factory. The study was not a true cross- 
cultural effort because studies by Luthans and colleagues to which we com- 
pared the Russian results used different types of employees and organiza- 
tions and were conducted at an earlier time. However, we followed the 
procedures of those studies as closely as possible in the Russian study and 
use them as a general point of comparison for discussion purposes.: 

The results of the present study demonstrate both the potential benefits 
and problems of transporting U.S.—based human resource management theo- 
ries and techniques to other cultures. On the one hand, findings confirmed 
Hypotheses 1 and 2, which predict that extrinsic rewards and behavioral 
management interventions will have a positive impact on the performance of 
Russian textile workers. On the other hand, Hypothesis 3, which predicts 
that a participative intervention will not result in improved performence, 
was also confirmed. In fact, the participative intervention seemed to have a 
counterproductive effect on the Russian workers' performance. 

The simultaneous existence of similarities and differences between U.S. 
and Russian approaches to human resource management and cultural velues 
may explain why the two behavioral interventions worked and the partici- 
pative intervention did not work. This article's introduction outlined the 
cultural similarities and differences described by Kiezun (1991) and 
Lawrence and Vlachoutsicos (1990). However, another interpretation of why 
the participative intervention did not work may be found in the unique 
history and culture of the study site. 

The system used by this particular factory over recent years would on 
the surface have seemed to promote and encourage worker participation and 
job design and enrichment efforts (Kiezun, 1991). But such participation and 
job design and enrichment were not occurring at this time in this factory. 
Conversations and interviews with workers and managers conducted by the 
on-site researcher and anecdotes indicated that the cultural situation was 
such that even though the workers had been afforded opportunities to ex- 
press themselves in the past, and even though they had done so rather 
vocally, these instances rarely resulted in any action by their superiors. As 
a result, these workers may have been frustrated by what they perceived as 
a facade of participation, and they reacted negatively when again submitted 
to an intervention that asked for participative input and job redesign and 
enrichment efforts. In addition, the rare times superiors had taken action in 
the past appeared to have been when they received complaints from some- 
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one about a co-worker or, in the pre-glasnost days— before Gorbachev's 
policy of openness — when someone was reported for a political infraction. 

During the participative intervention in this factory, it is possible that 
the workers intentionally limited their production to avoid these real or 
imagined threats from their past. Their opportunity for involvement through 
participation and job redesign and enrichment was tied to their perfor- 
mance. By not improving or by deliberately holding back, they could avoid 
the frustration of being rejected or ignored. In addition, by not truly partic- 
ipating or giving meaningful suggestions in front of outsiders, the workers 
would not put themselves in the position of expressing problems inhibiting 
performance, comments they may have feared would be received as com- 
plaints regarding co-workers. 

When viewed from this perspective, the decreased production may have 
been a natural reaction to a potentially threatening situation posed by this 
particular participative intervention. This interpretation is also supported 
by the Harvard study (Lawrence & Vlachoutsicos, 1990) that found Rus- 
sian factory workers tended to be very protective of their fellow workers, 
because of their strong communal values, and very cautious and unpredict- 
able. Whatever interpretation is made, differences between the U.S. ap- 
proach to human resource management and cultural values and the complex 
situation in Russia in general, and in this factory in particular, may explain 
the results. 

Whereas the participative intervention did not have the same effect 
across cultures, both behavioral interventions did. However, before drawing 
general conclusions, we need to provide a more detailed discussion and 
interpretation of some of our results on behavioral techniques as well. 

The efficacy of the extrinsic rewards technique in improving the work- 
ers' performance confirms not only the previous U.S. studies (e.g., Luthans 
& Kreitner, 1985), but also what is known about reinforcement theory and 
the use of contingent extrinsic reward systems in the United States (Lawler, 
1981, 1990). These Russian factory workers, when rewarded with desired 
goods, immediately displayed higher levels of performance. However, once 
these valued rewards were removed, performance declined, but not to a level 
significantly lower than the intervention period level. 

The failure to reach a significant decline during a post-intervention 
period has also occurred in behavioral studies of U.S. employees (cf. 
Luthans, et al., 1981). As Miller explained, “If the original environment had 
a consequence that was too weak to initiate a behavioral change but that is 
strong enough to maintain such a response once initiated, the behavior 
should not be expected to revert" (1973: 535). Reinforcers that may have 
maintained the behavior once the intervention was withdrawn might have 
included support from co-workers. As mentioned before, norms in this fac- 
tory, as well as the Russian communal cultural values identified by 
Lawrence and Vlachoutsicos (1990), include strong feelings of respect and 
camaraderie among co-workers. Once performance-enhancing behaviors 
were occurring, reinforcers from group processes, such as social support and 
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praise, may have taken over to maintain the behaviors. Also, self-reinforcers, 
such as pride and the feeling of a job well done, could have maintained high 
performance after the withdrawal of the extrinsic rewards. 

Some analytical issues and limitations of the study also need to be 
mentioned. Although graphic presentation and visual interpretation of data 
are commonly used in behavioral studies (Crowell & Anderson, 1982), most 
researchers would agree that statistical analysis is still needed. We supple- 
mented visual analysis with statistical analysis. First, use of the ARIMA 
procedure verified that the data were not autocorrelated. Then, an ANOVA 
revealed differences in average performance levels across periods. Interest- 
ingly, these statistical findings can be ascertained collectively by visually 
inspecting the graphs of each group's performance across the periods of this 
within-subjects design. Although the multiple methods provided by the sta- 
tistical tests helped uncover different aspects of the data, as in the case of the 
lag effect in the behavioral management results, in this study the simple 
visual inspection was quite informative. In fact, although the ARIMA 
showed no cyclical effect, and the regression coefficients were typically 
linear, the clearly observed Saturday effect evident in the graphic data in-. 
dicated a potential cyclical impact that needed to be noted. Although the 
extrinsic rewards intervention may have helped to attenuate fatigue, results 
on the other two interventions showed a systematic Saturday effect on the 
performance of the subjects. 

An obvious limitation of the design of this study was its relatively short 
duration. A longer period of time for each phase of the study would have 
been desirable, but was not practically possible at this field site; similar 
limitations affected the previous U.S.—based studies by Luthans and col- 
leagues. A longer study would probably have elicited more significant sea- 
sonal and intervention effects. Although the short duration of this study was 
not optimal for fully observing intervention effects, this window of time in 
a very complex and dramatically changing field setting did produce signif- 
icant results, and the within-subjects design did permit ruling out generally 
recognized threats to internal validity. 

In conclusion, this study provides at least beginning evidence that U.S.— 
based behavioral theories and techniques may be helpful in meeting the 
performance challenges facing human resource management in rapidly 
changing and different cultural environments. We found that two behavioral 
techniques— administering desirable extrinsic rewards to employees con- 
tingent upon their improved performance, and providing social reinforce- 
ment and feedback for functional behaviors and corrective feedback for dys- 
functional behaviors—significantly improved Russian factory workers' per- 
formance. By the same token, the study also points out the danger of making 
universalist assumptions about U.S.—based theories and techniques. In par- 
ticular, the failure of the participative intervention does not indicate so 
much that this approach just won't work across cultures as that historical 
and cultural values and norms need to be recognized and overcome for such 
a relatively sophisticated theory and technique to work effectively. 
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The role of social and situational influences in the performance-rating 
process has received relatively little research attention yet merits in- 
creased attention. Although there has been acknowledgment of the role 
of social and situational factors in shaping rater cognition and evalu- 
ation, research has typically proceeded in a piecemeal fashion, isolat- 
ing a single variable at a time. Such an approach fails to recognize that 
performance rating is a process with multiple social and situational 
facets that need to be considered simultaneously. In the present study, 
we tested a model of the performance-rating process, employing several 
social and situational variables that have been infrequently investi- 
gated and typically not in conjunction with one another. Results indi- 
cated support for the overall model and specific links within it. Impli- 
cations of the results for performance-rating research are discussed. 


There is perhaps not a more important human resources system in or- 
ganizations than performance evaluation. Supervisors' ratings of subordi- 
nates’ performance represent critical decisions that are key influences on a 
variety of subsequent human resources actions and outcomes. Indeed, this 
pivotal role of performance evaluation has promoted systematic efforts to 
develop a more informed understanding of the performance-rating process. 

Landy and Farr (1980) issued a call for research investigating the cog- 
nitive processes underlying performance appraisal decisions. Although the 
process focus has generated considerable research concerning various com- 
ponents of performance-rating decisions, more comprehensive investiga- 
tions incorporating several of those components has been lacking. Further- 
more, process-oriented research has been limited by its reliance on labora- 
tory studies (DeNisi & Williams, 1988). Whereas the cognitive processes 
involved in performance-rating decisions can be well illuminated in labo- 
ratory studies, the “quiet” nature of laboratory studies often does not match 
the “noisy” context in which performance-rating decisions are actually em- 
bedded (Lord & Maher, 1989). 


We thank Robert D. Bretz, Jr., and two anonymous reviewers for comments on earlier 
versions of this article. 
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Other researchers in the performance-rating area, although acknowledg- 
ing that cognitive issues are important, have argued that social and situa- 
tional factors have been neglected (Dipboye, 1985; Ferris & Judge, 1991; gen 
& Favero, 1985; Mitchell, 1983; Wexley & Klimoski, 1984). As Mitchell 
pointed out, given that employees often work in groups, that some of their 
work is unobserved, and that evaluators often have various motives in eval- 
uating performance, traditional approaches to performance appraisal may be 
inadequate. Thus, the social context would appear to be important in the 
investigation of performance-rating decisions. : 

The purpose of the present study was to propose and test a model of 
social influence in the performance-rating process. Implicit in the develop- 
ment of the model was recognition that the performance-rating process has 
multiple social and situational facets that should be simultaneously consid- 
ered. This approach moves beyond the fragmentary manner in which past 
research has generally investigated social and situational variables. The pro- 
posed model is not intended to be a comprehensive test of all social and 
situational elements that may affect performance ratings. Rather, we em- 
ployed a set of key social and situational variables, including some not 
previously tested, to investigate the overall relationship between social pro- 
cesses and performance ratings, as well as the specific effects of the variables 
in the model. The results should provide useful information regarding the 
importance of social context in the performance-rating process. 


ELEMENTS OF SOCIAL CONTEXT IN 
PERFORMANCE-RATING DECISIONS 


In the last decade, a great deal of research has investigated the cognitive 
processes underlying performance appraisal decisions (Borman, 1978; Coo- 
per, 1981; DeNisi, Cafferty, & Meglino, 1984; DeNisi & Williams, 1988; Feld- 
man, 1981; Ilgen & Feldman, 1983; Landy & Farr, 1983; Motowidlo, 1986; 
Nathan & Alexander, 1985; Nathan & Lord, 1983). Although researchers have 
learned much about cognitive processes, DeNisi and Williams noted that 
very little has been new in the models proposed in the last decade and in the 
elements of those models that have been tested. Furthermore, some perfor- 
mance-rating researchers have warned that an exclusive focus on cognitive 
processes is likely to miss an important element of performance evaluation, 
namely the contextual influences within which rating decisions are embed- 
ded (Dipboye, 1985; Ilgen & Favero, 1985; Nathan, Mohrman, & Milliman, 
1991; Wexley & Klimoski, 1984). Social psychology researchers have echoed 
this concern. For example, Schneider (1991) suggested that past research on 
performance evaluation has focused on intrapsychic processes but over- 
looked the social and situational contexts. He noted that increased research 
attention regarding the influence of social context on cognitive processes is 
sorely needed. 

Research on cognitive processes can be seen as complementing, rather 
than opposing, investigation of the relationship between contextual factors 
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and performance-rating decisions. Research focused on cognition has clearly 
demonstrated that the rating process is subjective and that extraneous influ- 
ences may enter the process at each of the many cognitive steps raters use to 
process information; these steps include attention, encoding, storage, re- 
trieval, integration, and rating (DeNisi & Williams, 1988). Thus, advocates of 
the cognitive approach to performance evaluation assume that errors in rat- 
ing result from how individuals input, process, and recall information. In- 
accuracy in ratings, or deviations in ratings from "'true" performance, are 
due to specific cognitive processes. If social and situational elements are 
salient to a rater, they are likely to influence the rater's cognitions of per- 
formance information. Thus, although more attention may need to be fo- 
cused on the context of rating decisions, the cognitive focus is still relevant. 
In fact, research regarding the subjectivity of the rating process suggests a 
need to consider contextual elements that may relate to the cognitive pro- 
cesses involved in performance rating. 


MODEL OF SOCIAL AND SITUATIONAL ELEMENTS IN THE 
PERFORMANCE-RATING PROCESS 


The foregoing review indicates that it may be important to consider 
social and situational influences if researchers hope to better understand the 
performance-rating process. Whereas some previous research has posited 
the effects of specific social and situational variables on performance ratings, 
the effects of those variables either have not been extensively investigated, or 
have been tested in isolation. In reality, social and situational variables 
probably do not affect performance ratings in isolation, but rather need to be 
considered in conjunction with one another. Therefore, in order to under- 
stand the overall effect of the social context in performance ratings, we tested 
a model that allows consideration of a number of relevant social and situa- 
tional factors simultaneously. The model was based primarily on the con- 
ceptualization proposed by Mitchell (1983) and also on specific influences 
hypothesized by others (Ferris & Judge, 1991; Ferris & Mitchell, 1987; Kli- 
moski & Inks, 1990; Wexley & Klimoski, 1984). Thus, the proposed concep- 
tualization, displayed in Figure 1, is a hybrid model intended to effectively 
represent the key social context variables affecting the performance-rating 
process. 

The model depicts a number of social and situational influences on 
supervisors' ratings of subordinates' performance, two of which operate 
through supervisory affect toward subordinates. Mitchell’s (1983) model of 
social and task influences, which consists of three classes of influences, 
served as the basis for four links in the model. A key environmental influ- 
ence on performance ratings hypothesized by Mitchell (1983) was ease of 
observation. Ease of observation may improve the quality of the observation 
of subordinate performance and thus increase the accuracy of performance 
ratings. However, the fact that ease of observation may improve the accuracy 
of ratings does not inform us about its direction of influence. 
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It could be argued that increased opportunity to observe leads to nega-. 
tive performance ratings because more information and justification for ap- 
propriately harsh ratings becomes available. If raters tend to rate leniently 
because they do not possess the evidence to justify or substantiate more 
negative ratings, such a hypothesis makes sense.* 

However, the more compelling hypothesis is that ease of observation 
positively affects performance ratings. The evidence strongly suggests that in 
general, supervisors prefer to issue positive performance ratings to subordi- 
nates (Klimoski & Inks, 1990; Stone, 1973). Furthermore, there is an upward 
bias in performance ratings, with subordinates generally given more positive 
ratings than their true performance would indicate (Bass, 1956; DeCotiis & 
Petit, 1978). This bias probably results from the fact that more negative 
events, such as subordinate resentment, complaints, and lawsuits, derive 
from issuing negative ratings than from issuing positive ratings (Bernardin & 
Beatty, 1984). Given the inclination of supervisors, the performance-rating 
process is arguably a search for positive information. Following "hypothesis 
confirmation strategies" (Snyder & Swan, 1978), supervisors seek confirma- 
tion of their impressions of individuals (Feldman, 1981). Increased liking 
resulting from familiarity (Zajonc, 1980) may augment this process. Super- 
visors, because they are motivated to issue positive ratings, in fact may 
search for positive data to support their motivations. We expected, then, that 
the more time they spend observing subordinates, the more positive infor- 
mation they will uncover. 

This prediction contrasts sharply with research on employment inter- 
views, which have been characterized as searches for negative information 
(Rowe, 1989). The difference in the two processes can be understood by 
examining their outcomes. If an interviewer makes a mistake in hiring, it is 
best that it be on the side of failing to hire a qualified candidate (overweight- 
ing negative information) than on the side of hiring an unqualified candidate 
(overweighting positive information). Conversely, there are more negative 
than positive consequences when a supervisor issues an overly negative 
performance rating. Thus, it is best to err on the positive side in rating 
performance. If the performance-rating process is a search for positive in- 
formation in most organizations, the more opportunity a supervisor has to 
observe a subordinate's performance, the more positive information will be 
encoded and negative information discounted (Feldman, 1981). 

Some prior research also supports the idea that extensive opportunity to 
observe enhances performance ratings. McFillen and New (1979) found a 
significant interaction between closeness of supervision and subordinate 
performance in predicting supervisors' ratings of subordinates' performance. 
Supervisors judged successful subordinates to have exhibited better overall 
performance when the supervisors closely supervised the subordinates than 
when they only generally supervised them. The opposite was the case for 
subordinates who were performing poorly. In this context, close supervision 


1 We thank an anonymous reviewer for suggesting this possibility. 
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may have raised supervisors' ratings of subordinates' performance because 
the supervisors attributed the subordinates' performance to their supervi- 
sory efforts. Furthermore, these results suggest that greater opportunity to 
observe tends to produce more variable evaluations of subordinates, which, 
as McFillen and New (1979) suggested, may be at least partially the result of 
the greater information available. This finding is relevant to the positive 
relationship hypothesized between opportunity to observe and performance 
ratings because of the nature of typical subordinate performance distribu- 
tions in organizations. In most organizations, the employee performance 
distribution is neither normal nor reflective of the full range of possible 
values. Instead, considerable restriction of range on performance ratings 
occurs for a number of reasons, including self-selection, poor performers' 
leaving, terminations, and so forth. Most employees who are rated are per- 
forming at least satisfactorily; the lower end of the performance distribution 
has been deleted. Increased opportunity to observe should lead to more 
favorable evaluations of subordinate performance in such a context, because 
the more supervisors observe subordinates, the more the former will realize 
that poor performers are nonexistent or substantially reduced due to the 
above factors. 

Another area related to opportunity to observe that has been considered 
relevant in the performance evaluation process is supervisor-subordinate 
distance (Ferris & Judge, 1991; Ilgen & Feldman, 1983; Landy & Farr, 1983; 
Mitchell, 1983; Wexley & Klimoski, 1984). Distance between supervisors 
and subordinates can manifest itself both physically and psychologically. 
High spatial distance between the areas supervisors and subordinates oc- 
cupy in the regular operation of job-related tasks and duties is likely to 
reduce the supervisors' opportunity to observe. Research on employee shirk- 
ing is informative here; it would predict that ease of observation motivates 
high performance because subordinates realize their efforts are being mon- 
itored (Jones, 1984). Furthermore, Ferris and Judge (1991) indicated that low 
spatial distance provides additional information for supervisors through in- 
terpersonal influence dynamics, which favorably affect performance. This 
premise would suggest a negative relationship between spatial distance and 
supervisors' ratings of subordinates' performance. Ferris, Judge, Rowland, 
and Fitzgibbons (in press) confirmed this prediction, reporting that spatial 
distance and supervisors' ratings of subordinates' performance were signif- 
icantly, negatively related (r = —.29, p « .01). Thus, considerable concep- 
tual and theoretical evidence, as well as the results of empirical research, 
suggests that ease of observation will positively influence performance rat- 
ings. 


Hypothesis 1: A supervisor's opportunity to observe a 
subordinate's job performance will positively influence 
the performance rating of the subordinate. 


Ease of observation may be manifested in part by span of control. The 
more employees a particular supervisor must oversee, the less opportunity 
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he or she will have to observe each subordinate's performance. However, 
span of control is by itself an imperfect measure of ease of observation. 
Because supervisors differ in the degree of nonsupervisory responsibilities 
they have, supervisors with identical spans of control may not have the same 
ease of observation. Furthermore, some supervisors with large spans of con- 
tro) may become highly efficient under a heavy work load and actually 
maintain greater direct control over each subordinate than other supervisors 
with smaller spans of control. Thus, it is important to establish and maintain 
the conceptual and empirical distinctions between span of control and di- 
rect ease of observation. We expected span of control to have a negative 
effect on performance ratings, although we have hypothesized that oppor- 
tunity to observe will have a positive effect on performance ratings because 
it captures relevancy rather than mere frequency of contact (Landy & Farr, 
1983). 

Further theoretical support for the effect of span of control on perfor- 
mance ratings can be found in research on employee shirking. Jones (1984) 
hypothesized that shirking would be more likely to occur in large groups 
because supervisory monitoring of performance is difficult in such a setting. 
Support for this proposition comes from Latane, Williams, and Harkins 
(1979), who found that productivity decreased as group size increased. Re- 
search from labor economics has also supported the relationship between 
monitoring and employee shirking (Groshen & Krueger, 1990; Kahn & 
Sherer, 1990). This theory and research is relevant because it suggests that 
increased spans of control make monitoring more difficult, which leads to 
lower subordinate performance, and thus lower performance ratings (Judge 
& Chandler, 1990). 


Hypothesis 2: A large supervisory span of control will neg- 
atively influence the rating of a subordinate's performance. 


Again drawing from Mitchell (1983), we expected supervisors' experi- 
ence to influence ratings of subordinates' performance positively. Most past 
research suggests that supervisory experience positively influences perfor- 
mance ratings (Landy & Farr, 1980), and we would expect this relationship 
for several theoretical and conceptual reasons. First, it may be that less 
experienced supervisors rate harshly to demonstrate their capabilities to 
handle the job of supervisor and make tough decisions. As supervisors gain 
experience and self-confidence and become established in their jobs, they 
may see less need to demonstrate their toughness and, in fact, they may well 
adopt more lenient rating tendencies. Another explanation is that experi- 
enced supervisors may simply have a better understanding of, and appreci- 
ation for, the complexities of task performance. An experienced supervisor 
may have a better grasp of the uncertainties inherent in the behavior- 
performance relationship. Finally, it also may be that supervisors experience 
the costs of giving unfavorable ratings only over time, through subordinate 
complaints, appeals, and hostility. As supervisors gain experience, it is 
likely they also gain some degree of sagacity. More experienced supervisors 
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may have learned that unfavorable ratings simply are not worth the trouble 
they cause, and also that their judgments are not error-free; which increases 
their willingness to give subordinates the benefit of the doubt when issuing 
performance ratings. 


Hypothesis 3: The extent of supervisory experience will 
positively influence the supervisor's performance ratings 
of subordinates. 


The final class of social and task influences on performance ratings 
Mitchell (1983) discussed were elements of the social context, in this case 
similarity between supervisor and subordinate. Interpersonal similarity has 
been an area of considerable investigation in performance evaluation re- 
search (Miles, 1964; Pulakos & Wexley, 1983; Senger, 1971; Turban & Jones, 
1988; Wexley, Alexander, Greenawalt, & Couch, 1980). More recently, Du- 
cheon, Green, and Taber (1986) found that similarity on several demo- 
graphic characteristics was positively associated with the mutual affect felt 
between a supervisor and subordinate. Interpersonal similarity may lead to 
attraction and compatibility, according to the well-established similarity- 
attraction theory (Byrne, 1969). 


Hypothesis 4: Demographic similarity between a supervi- 
sor and subordinate will positively influence the super- 
visor's affect toward the subordinate. 


Researchers have also suggested that the nature of the supervisor- 
subordinate work relationship influences both the attitudes and behaviors of 
supervisors toward subordinates. Research on leader-member interactions 
has demonstrated that leaders establish much closer and more frequent in- 
teraction patterns with subordinates they identify as members of their in- 
. group De, subordinates with whom they have a high-quality work relation- 
ship) than with subordinates they classify as out-group members (i.e., those 
with whom they have a low-quality work relationship) (Dienesch & Liden, 
1986; Graen, 1976; Wayne & Ferris, 1990). 

Researchers in the area of cognitive psychology have emphasized the 
importance of interactions in the formation of people’s impressions of oth- 
ers. For example, when individuals are asked to evaluate someone, they 
retrieve information based on their interactions with that person (Hastie & 
Park, 1986). As Srull and Wyer (1989) noted, a central component of such 
evaluations is often affective. This idea suggests that the nature of their 
interactions at work is likely to be critical to the degree to which a supervisor 
reports liking a particular subordinate. Furthermore, the “mere presence 
hypothesis" from social psychology indicates that closeness of interaction 
leads to liking (Byrne, 1961; Saegert, Swap, & Zajonc, 1973). If that is the 
case, supervisors who have a close working relationship with certain sub- 
ordinates in terms of the frequency and quality of their day-to-day interac- 
tions will be more likely to like those subordinates than others. 
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Hypothesis 5: A close supervisor-subordinate work rela- 
tionship will positively influence a supervisor's affect to- 
ward a subordinate. 


Supervisors' affect is in turn believed to influence their ratings of sub- 
ordinates' performance. Following prior research (Cardy & Dobbins, 1986; 
Kingstrom & Mainstone, 1985; Tsui & Barry, 1986; Wayne & Ferris, 1990), we 
hypothesized that a supervisor's positive affect toward a subordinate has a 
positive effect on the supervisor's ratings of the subordinate's performance. 


Hypothesis 6: A supervisor's positive affect toward a sub- 
ordinate has a positive effect on the supervisor's rating of 
the subordinate's performance. 


Finally, following Klimoski and Inks (1990), we expected a supervisor's 
inference of a subordinate's self-rating of job performance to positively in- 
fluence the supervisor's rating. If supervisors think that particular subordi- 
nates believe they have performed well, the supervisors experience ‘“‘expec- 
tational pressures," for example, pressure to conform to a subordinate's 
wishes, that make them feel more accountable for negative ratings and thus 
pressure them to issue higher ratings (Klimoski & Inks, 1990). 


Hypothesis 7: A supervisor's inference that a subordinate 
believes he or she has performed well will positively in- 
fluence the evaluation of the subordinate's performance. 


METHODS 
Respondents 


Participants in this research were 81 registered nurses and their super- 
visors chosen from all major subunits in the nursing service departments of 
a 283-bed hospital located in central Illinois. All the staff nurses and super- 
visors were Caucasian women, and their mean age was 33.72 years, with a 
range of ages of 21—61 years. The average job tenure for the staff nurses was 
12 years, and the range was 1 month to 32.25 years. The mean tenure work- 
ing for a current supervisor was 12.57 months, with a range of 1 month to 4 
years. The cumulative average difference in age and tenure between super- 
visors and subordinates was 66.41 months (s.d. — 76.00). 

As is the case in many organizations, the structure of the nursing service 
departments did not allow a single supervisor for each subordinate. Thus, 
for the 81 supervisor-subordinate dyads, there were 81 subordinates and 27 
supervisors. We tried to keep the number of subordinates included for any 
single supervisor to a minimum to circumvent potential response biases on 
the part of supervisors. The number of subordinates for any given supervisor 
in this study ranged from one to four. The nursing administration office 
assisted with the support and coordination of the study and in the selection 
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of subordinates for each supervisor. Whereas the selection process was not 
completely random, there was no reason to suspect that it was seriously 
biased. In fact, we tried to ensure variability on subordinate age and tenure, 
a goal that appears to have been accomplished, as the figures above suggest. 


Procedures 


A roster was developed a week before the actual data collection listing 
100 nursing supervisor-subordinate dyads from all the major departments in 
the hospital. On the day data were collected, all day shift supervisors com- 
pleted questionnaires in a supervisory meeting room about one hour before 
the end of their shift. They responded to the same set of questions about each 
of their staff nurses. 

The supervisors’ staff nurses were let off work about one hour before 
their shift ended and reported to a conference room to fill out their ques- 
tionnaires. Pretesting indicated that approximately 30 minutes were re- 
quired for completion of the staff nurses’ questionnaires and approximately 
40 minutes were required for completion of the supervisors’ questionnaires. 
On the evening shift, which was sparsely staffed, as is typical in hospitals, 
all the supervisors reported to a designated conference room near the end of 
their shift to complete questionnaires, and staff nurses reported to the same 
room at the end of their shift. 

_ Staff nurses may have more than one supervisor. To circumvent the 
problem of a nurse’s not knowing which supervisor to focus on in a ques- 
tionnaire, each staff nurse was instructed as to the person she should regard 
as her supervisor in this study. Because of vacations, absences, and people's 
choosing not to participate on the day data were collected, the final study 
group consisted of 81 supervisor-subordinate dyads. We informed all staff 
nurses and supervisors that they would receive a complete report of the 
purpose, results, and implications of this research when the study was com- 
pleted and that the confidentiality of their responses would be maintained. 
Participation was completely voluntary. 


Measures 


Performance rating. Supervisors rated each subordinate's overall work 
performance on a five-point Likert scale (1 = very poor, 5 = very good). This 
measure was similar to that recently used by Nathan and colleagues (1991). 

Supervisors' affect toward subordinates. Supervisors responded to one 
item assessing their degree of liking for each subordinate. A five-point scale 
(1 = I don't like this subordinate at all, 5 = I like this subordinate very 
much) was used for responses to the question, “How much do you like this 
subordinate?" 

Supervisors' opportunity to observe subordinates' performance. We 
asked each subordinate to respond to the following item: “Sometimes a 
supervisor's job is such that he/she does not have a good opportunity to 
observe the work performance of his/her employees (e.g., due to being over- 
loaded with work or due to having so many employees working for him/her 
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there is just not the opportunity to regularly interact with all of them). How 
much do you think your supervisor regularly has the opportunity to observe 
your job performance and thus knows how you are doing?" A five-point 
scale (1 = almost never; my supervisor almost never has the opportunity to 
observe my job performance, 5 — very much; my supervisor regularly has 
the opportunity to observe my job performance) was used for responses. 

Supervisor-subordinate work relationship. With the focus of this re- 
search on understanding the performance evaluation process through the 
on-going, day-to-day interactions of supervisors and subordinates, it was 
necessary to use a measure that assessed the relationship between each 
subordinate and supervisor. We asked the nurses five questions developed 
by Graen and his associates (e.g., Dansereau, Graen, & Haga, 1975; Graen & 
Scheimann, 1978) for their measure of leader-member exchange: (1) “How 
close of a relationship do you have with your supervisor?”’, (2) “How flexible 
do you believe your supervisor is in bringing about change in your job?”, (3) 
‘What are the chances your supervisor will use his/her power to help you 
solve problems in your job?”, (4) “How much can you count on your super- 
visor to ‘bail you out,’ at his/her expense, when you really need him/her?", 
and (5) "How often do you take your suggestions regarding your job to your 
supervisor?" We summed the responses, all on five-point scales, to form a 
work relationship score (a = .83). 

Demographic similarity. A composite measure of demographic similar- 
ity between supervisors and subordinates was created by standardizing and 
summing the absolute differences between the groups on age and job tenure. 
To transform this figure into a measure of similarity, we divided it into 1. 
Because the supervisors and subordinates were of the same gender and race 
and had similar levels of education, we saw age and tenure as the most 
relevant measures of demographic similarity for this study (Turban & Jones, 
1988). 

Supervisors' inference of subordinates' self-ratings of performance. Su- 
pervisors were asked to indicate how they thought each of their subordinates 
would evaluate their own job performance (1 — very poor, 5 — very good). 

Span of control. Supervisors gave the number of employees who re- 
ported directly to them; the nursing administration office verified this in- 
formation. 

Supervisory experience. Self-reported tenure in a current position was 
the measure of a supervisor's experience. 


Reliability of the Measures 


Fundamental to the integrity of a model's estimation results are the 
psychometric properties of the measures in that model. Whereas one-item 
measures are not inherently defective (Scarpello & Campbell, 1983), they are 
of concern because of their unknown reliability. Thus, before proceeding 
with model testing, we sought evidence for the stability across time of the 
single-item measures in our model by assessing their test-retest reliability. 
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The test-retest method of assessing reliability involves administering 
measures to the same group of people on two or more occasions, with a 
specified time interval between administrations. In fact, a critical determi- 
nation in the use of the test-retest method is the precise time interval be- 
tween testing occasions, because too short an interval can introduce memory 
effects and too long an interval can increase the likelihood of true rating 
changes (Ghiselli, Campbell, & Zedeck, 1981). Given the types of measures 
used in this study, we chose a one-week time interval between administra- 
tions to minimize those limitations. 

Test-retest data were gathered from 57 graduate and undergraduate stu- 
dents in two personnel management courses. The students were asked to 
assume the role of a manager who supervises several employees. They re- 
ceived a three-page scenario describing the performance of a subordinate in 
a particular incident and background and performance data on that em- 
ployee. We asked them to respond to questions regarding their opportunity 
to observe the subordinate's performance, their degree of liking for the sub- 
ordinate, their performance rating of the subordinate, and their inference 
about the subordinate's self-rating of performance. 

One week later, the identical procedure was repeated. Before complet- 
ing the survey, however, the students indicated the degree to which they 
remembered the material from the previous week (1 = I remember very little 
of last week's exercise; 4 — I remember almost all of last week's exercise). 
We computed test-retest reliability coefficients as the correlations between 
the responses to the same measures at the two times, controlling for the 
amount each subject remembered from the previous week's exercise. The 
test-retest coefficients were as follows: opportunity to observe subordinate's 
performance .72; degree of liking toward the subordinate, .81; performance 
rating, .67; and inference about the subordinate's self-rating of performance, 
.64. The results suggest the single-item measures possess adequate reliabil- 
ities, although it is possible that a similar analysis using nonstudent SCREES 
and different procedures might reveal different results. 


RESULTS 
Covariance Structure Model 


To test the hypothetical model presented in Figure 1, we estimated a 
covariance structure model. Such models have a number of advantages. 
First, covariance structure modeling algorithms, such as LISREL, allow the 
joint specification and estimation of the measurement and structural models 
argued to account for observed data (Jóreskog & Sórbom, 1989; Long, 1983), 
which allows the correction of structural estimates for measurement error. 
Second, LISREL provides fit indexes that, when examined cumulatively, can 
provide useful information regarding the overall fit of a model to the given 
data. Finally, because LISREL incorporates structural equation-modeling 
techniques into its algorithm, alternatives to an original model can be tested. 
Such tests may provide some information about the direction of influence, 
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but when the assumption of weak causal order is violated, alternative model 
tests should be interpreted cautiously. 

A number of assumptions underlie the interpretation of causal effects 
based on results from covariance structure analysis (James, Mulaik, & Brett, 
1982). Rarely are all of these assumptions met in practice, although the 
consequences of violating them vary in importance (Bollen, 1989). A critical 
assumption of causal analysis is the necessity of ruling out reciprocal rela- 
tionships between variables (James et al., 1982). Thus, although in theory 
causal assumptions are perfectly consistent with covariance structure anal- 
ysis, practical realities suggest caution in drawing causal inferences from 
LISREL results. 


Results 


Table 1 presents the means, standard deviations, and intercorrelations 
of the variables used in the analysis. The table reveals that supervisory 
experience is strongly and positively correlated with demographic similarity 
between supervisor and subordinate. This correlation occurs because the 
supervisors studied had less experience in their positions than did their 
subordinates. Thus, the more experienced supervisors were closer to the 
experience level of their subordinates than were the less experienced super- 
visors. Also, supervisors' opportunity to observe subordinates' performance 
is highly correlated with supervisor-subordinate work relationship, perhaps 


TABLE 1 
Descriptive Statistics and Correlations 
Variables Means s.d. 1 2 3 4 5 6 7 

1. Demographic 

similarity 0.02 0.01 
2. Supervisor's rating 

of subordinate's 

performance 3.98 0.67 13 


3. Supervisor’s affect 
toward subordinate 4.26 0.72 21 .30 
4. Supervisor- 
subordinate work 
relationship 18.77 4.25 .00 Kn 23 
5. Supervisor's span 
of control 20.38 10.43 .00 .00 08  —.05 
6. Supervisor's 
opportunity to 
observe 
subordinate's job 
performance 3.64 1.15 .03 21 .22 58 05 
7. Supervisor's 
inference regarding 
subordinate’s 
self-rating of 
performance 3.83 0.65  —.08 34 160  —.04 -—.10 —.08 
8. Supervisor's 
experience . 20.20 28.84 .55 .10 28 —.03 -.01 .20 —.01 
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TABLE 2 
Results of Structural Model Estimate 
Fit Statistics Nz-zB1 N=27 
vi 13.67 4.44 
df 24 24 
x^idf 0.57 0.19 
Goodness-of-fit index .960 960 
Adjusted goodness-of-fit index .940 .940 
Root-mean-square residual .060 .060 
Overall R? 244 244 
R?, performance 210 211 


indicating that supervisors tended to spend time with, and thus have greater 
opportunity to observe, the subordinates with whom they worked best. 

Concern might arise about the size of the data set for the covariance 
structure analysis. Bentler (1985) suggested that a sample-size-to-parameter- 
ratio of 5 or more is sufficient to achieve reliable estimates in maximum 
likelihood estimation. Since that ratio in the present study was 6.8:1, we 
considered the size adequate for the analyses (Brooke, Russell, & Price, 1988). 

The data set used for analyses was constructed by matching the appro- 
priate supervisor's responses to each subordinate's responses. There are thus 
81 independent observations of subordinates' responses but only 27 inde- 
pendent observations of supervisors' responses. Observations of the super- 
visor-provided variables are therefore not independent of one another, gen- 
erating two problems.? First, it was not clear upon what number oi obser- 
vations the fit statistics should be calculated. One conservative approach 
was to calculate fit statistics based on both N = 81 and N = 27. The fit 
statistics displayed in Table 2 demonstrate that the hypothesized model 
represents the data well if either 81 or 27 observations are assumed.? 

A second problem when all observations are not independent is that 
there will likely be a positive correlation between error terms, or autocorre- 
lation. The consequences of this violation are that although maximum like- 
lihood will still be an unbiased estimator of the structural parameters, it is no 
longer the most efficient estimator, nor is it an unbiased estimator of the 
variance of structural parameters (standard errors). Thus, standard statistical 
tests of structural coefficients may be biased. 

In situations of potential autocorrelation, generalized least squares 
(GLS) is the preferred estimator. GLS produces unbiased estimates of regres- 
sion parameters and error terms and thus is well suited to dealing with 


2 The authors thank an anonymous reviewer for pointing this out. 

3 Most researchers consider a nonsignificant chi-square, or a ratio between chi-square and 
degrees of freedom of 2 or less, to indicate a good fit. Goodness-of-fit indexes and adjusted 
goodness-of-fit indexes above .90 and .80, respectively, usually imply an adequate fit. When a 
correlation matrix is used as input, root-mean-square residuals at or below .10 imply a reason- 
able fit. It is important to keep in mind, however, that the levels judged acceptable for fit 
statistics are simply experiential rules of thumb since the distributions of most of these statistics 
are unknown. 
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autocorrelated errors (Bollen, 1989; Hanushek & Jackson, 1977). LISREL al- 
lows estimation of a structural equation model with GLS rather than maxi- 
mum likelihood. The fit statistics resulting from a GLS estimation changed 
very little from those in the maximum likelihood estimation (x?/df = 0.54, 
goodness-of-fit index [GFI] = .959, adjusted GFI = .939, root-mean-square 
residual = .058). Furthermore, although the standard errors increased 
slightly over those in the maximum likelihood estimation, all parameters 
that were significant in the maximum likelihood estimation (reported below) 
remained so in the GLS estimation. 

Figure 2 provides the maximum likelihood parameter estimates of the 
hypothesized model. The figure indicates that most of the hypothesized 
links were supported. Specifically, findings supported Hypothesis 1: the 
extent of supervisors’ opportunity to observe subordinates’ performance 
positively influenced performance ratings. Supervisors who had greater op- 
portunity to observe subordinates’ performance issued more positive ratings 
than those who had less opportunity to observe. Demographic similarity 
positively affected supervisors’ affect toward subordinates, supporting Hy- 
pothesis 4. The more similar a supervisor and subordinate were with respect 
to age and experience, the more the supervisor reported liking the subordi- 
nate. Results also supported Hypothesis 5: the closeness of a supervisor- 
subordinate work relationship positively influenced the supervisor’s affect 
toward the subordinate. The better the supervisor and subordinate worked 
together (as reported by the subordinate), the more the supervisor reported 
liking the subordinate. A supervisor’s affect toward a subordinate in turn 
positively affected the supervisor's rating of the subordinate's job perfor- 
mance (Hypothesis 6). A supervisor who liked a particular subordinate was 
more likely to issue a positive performance rating than a supervisor who did 
not like a particular subordinate. Finally, results also supported Hypothesis 
7: a supervisor's inference that a subordinate’s self-rating of job performance 
was high positively influenced the supervisor's evaluation of the subordi- 
nate's job performance. 

Only two of the hypothesized links in the model were not significant. A 
supervisor's span of control did not significantly influence performance rat- 
ings (Hypothesis 2), nor did the extent of supervisory experience (Hypoth- 
esis 3). Finally, both demographic similarity and supervisor-subordinate 
work relationship exerted significant, indirect effects on performance ratings 
as mediated through a supervisor's affect toward a subordinate, although the 
magnitudes of the effects (.047 and .053, respectively) were quite modest. 


Alternative Model Testing 


Even though the hypothesized model fit the data very well, it was pos- 
sible that other models might fit the data at least as well. Hayduk (1987) 
encouraged the testing of alternative, particularly nested, models. Nested 
models address the issue of whether the decrease in chi-square between a 
hypothesized model and a model with an additional causal link is signifi- 
cant. If it is, the hypothesis that the original model best represents the data 
is rejected. The proper model should include the added link. 
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Several nonhypothesized links seemed reasonable to investigate. One 
alternative is that supervisors like high performers, rather than (or in addi- 
tion to) issuing favorable ratings to those they like. Finding such a link 
would call into question the validity of the present model, because a super- 
visor's affect toward a subordinate might be more a result than a cause of 
performance ratings. In response to this possibility, we estimated the hy- 
pothesized model, adding a link from supervisors' evaluation of subordi- 
nates' performance to supervisors' affect toward subordinates. Estimation of 
this model yielded a decrease in chi-square of only 0.11, with 1 Jess degree 
of freedom, an insignificant result indicating that adding the link from per- 
formance to affect does not significantly add to the explanatory power of the 
model. Thus, the results do not indicate that high performers are better liked, 
but rather that supervisors who like their subordinates appraise them more 
favorably, as hypothesized. It is important to note the limitation that we did 
not have data on true subordinate performance. 

It is possible that the relationship between supervisors' inference re- 
garding subordinates' self-ratings of performance and supervisors' ratings of 
subordinates' performance was observed because subordinates who rated 
themselves highly were truly high performers. In such a case, the supervi- 
sors’ inferences would be confounded with actual performance. Although 
measures of true performance are difficult, if not impossible, to obtain (Ber- 
nardin & Beatty, 1984), especially for nurses, we did collect data on subor- 
dinates' self-ratings of performance. This controls for how the subordinate 
rates his or her own performance, which should bear some relationship to 
true performance (Vance, MacCallum, Coovert, & Hedge, 1988). Adding a 
link from subordinates' self-ratings of performance to supervisors' ratings of 
subordinate performance did not significantly improve the fit of the model; 
the decrease in chi-square was 0.34, and the decrease in degrees of freedom 
was 1. Furthermore, adding the link did not change the significance of 
any coefficient in the model, including supervisors' inferences regarding 
subordinates' self-ratings. Thus, it appears that subordinates' self-ratings do 
not confound the effect of supervisors' inferences on performance ratings, 
although again, having measures of true performance would have been 
useful. 

Controlling for subordinates’ self-ratings of job performance also re- 
duced the possibility that subordinates were biased in evaluating their su- 
pervisors' opportunity to observe their performance. For example, subordi- 
nates who received poor performance ratings might have responded that 
their supervisors rarely had the opportunity to observe their job performance 
as a way of rationalizing ratings that were too low in their judgment. How- 
ever, because adding subordinates’ self-ratings of performance to the model 
did not change the result, this possibility seems unlikely. It was a supervi- 
sor's belief about what a subordinate believed regarding her own perfor- 
mance, not what the subordinate actually believed, that influenced super- 
visors' ratings of subordinates' performance. 

It was argued that demographic similarity and the supervisor- 
subordinate work relationship affected performance rating only through af- 
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fect. In fact, adding a direct link from each of those variables to performance 
rating did not significantly improve model fit; with respect to span of can- 
trol, the decrease in chi-square was 1.33 (n.s.); with respect to direct oppor- 
tunity to observe, the decrease in chi-square was 2.47 (n.8.). 

Finally, since the average tenure in a current job was lower for the 
supervisors studied than for the subordinates, supervisors who were more 
experienced were more similar to their subordinates than the less experi- 
enced supervisors. This situation opened the possibility that supervisors' 
experience would be positively related to their affect toward subordinates. 
However, an added link from supervisors' experience to supervisors' affect 
toward subordinates approached but did not reach significance; the decrease 
in chi-square was 3.83 and the decrease in degrees of freedom was 1 (n.s.). 
We may have observed this effect because we had already controlled for 
overall demographic similarity, which included supervisory experience, in 
the model. 


DISCUSSION 


Traditional conceptualizations of the performance-rating process imply 
that performance is a knowable and observable objective reality and that 
performance ratings are reasonable reflections of that reality. In the last 
decade, performance appraisal research has shifted away from a focus on 
instrumentation to a focus on psychological variables that underlie the ap- 
praisal process. Considerable research in the past ten years has investigated 
the role of cognitive processes in performance evaluation. However, re- 
searchers have called for more research on social and situational influences 
on the performance-rating process (Dipboye, 1985; Ilgen & Favero, 1985; 
Mitchell, 1983; Nathan et al., 1991; Wexley & Klimoski, 1984). Little empir- 
ical work has addressed those concerns, and the research that has been 
conducted has tended to investigate individual elements in isolation. 

Only quite recently has performance-rating theory recognized the im- 
portance of the social contexts of ratings (Mitchell, 1983) and the notion that 
supervisors' ratings of subordinates' performance may be a socially con- 
.Structed reality (Ferris & Judge, 1991). Because social contexts are admit- 
tedly multidimensional (Ferris & Mitchell, 1987), and their various dimen- 
sions or components are not necessarily orthogonal, efforts to represent so- 
cial context effects must simultaneously incorporate multiple social and 
situational factors in order to capture the dynamics and totality oi their 
impact. The present study tried to address those issues by proposing and 
testing a model of social influence in the performance-rating process that 
employed a number of social and situational influences. 

Several specific social and situational influences on performance rat- 
ings were identified. Demographic similarity significantly influenced super- 
visors' affect toward subordinates, a result supporting the similarity- 
attraction paradigm (Byrne, 1969). Pfeffer (1983) and Tsui and O'Reilly 
(1989) have contended that the similarity-attraction paradigm generalizes to 
demographic characteristics. Our results support that proposition, although 
it would have been desirable to measure more demographic characteristics. 
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The effect of demographic similarity on supervisors' affect toward subordi- 
nates poses implications for the performance-rating process, because demo- 
graphic similarity exerted a significant, albeit modest, indirect effect on 
performance rating as mediated through supervisor affect. 

The supervisor-subordinate work relationship also exerted a significant 
effect on supervisors' affect toward subordinates, an effect consistent with 
arguments advanced by Nathan and colleagues (1991) and Wexley and Kli- 
moski (1984). We hypothesized that the work relationship influenced per- 
formance rating only through supervisor affect toward a subordinate and 
found such an effect. Future research investigating the effects of supervisor- 
subordinate work relationships on performance ratings and supervisors' af- 
fect toward subordinates is warranted, given these results. 

. Previous researchers have demonstrated that supervisors’ affect toward 
subordinates influences their performance ratings (Cardy & Dobbins, 1986; 
Kingstrom & Mainstone, 1985; Tsui & Barry, 1986; Wayne & Ferris, 1990). 
The links between supervisors’ affect toward subordinates and performance 
ratings may have cognitive, information-processing implications. DeNisi 
and Williams (1988) suggested that affect influences the processing of per- 
formance information, and Isen and Baron (1991) shed light on this sugges- 
tion in their conceptualization of positive affect and its role in organizational 
settings. They argued that positive affect facilitates the recall of information 
stored in memory that possesses a positive affective tone. Thus, positive 
affect toward a subordinate should result in a supervisor’s recalling more 
positive performance-related behaviors and evaluative impressions, which 
should lead to the supervisor’s rating the subordinate's performance highly. 

Supervisory experience, contrary to our hypotheses, did not exert a 
significant effect on performance ratings. Some research has suggested that 
experience positively influences performance ratings (Landy & Farr, 1980), 
perhaps reflecting a progression from toughness to leniency that people 
move through as they gain supervisory experience. However, our results do 
not support that hypothesis. One possible explanation for this result is that 
supervisory experience and demographic similarity were highly correlated 
in our data (see Table 1). It would be useful for future research to consider 
directly the psychological process that may cause experienced supervisors 
to issue more favorable ratings than inexperienced supervisors (several pos- 
sibilities were suggested in this article’s introduction), and under what con- 
ditions this process operates (Landy & Farr, 1983). It should be noted that our 
measurement of supervisory experience was tenure in the current position 
as supervisor, which could have understated amounts of total supervisory 
experience for some individuals. 

A supervisor's opportunity to observe a subordinate's job performance . 
significantly influenced performance ratings. Consistent with our hypothe- 
sis, greater opportunity to observe resulted in higher performance ratings. 
Ostensibly, opportunity to observe increases the ability to confirm the hy- 
pothesis of high performance (Snyder & Swan, 1978), given the general mo- 
tivation to issue positive ratings reviewed earlier. This result and explana- 
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tion need to be directly substantiated by future research, however. If con- 
firmed, they may call into question the hypothesis that greater opportunity 
to observe results in greater accuracy; instead, it may accentuate tbe positive 
bias already extant in performance ratings. Obviously, the ideal correction 
would not rest in supervisors' observing subordinates less, but in eliminat- 
ing their motivation to search for positive information. Other researchers 
have made similar suggestions (e.g., Bass, 1956). 

Supervisory span of control did not significantly influence performance 
ratings. The difference between span of control and opportunity to observe 
as reflections of ease of observation may explain this result. As noted earlier, 
alow span of control does not imply perfect opportunity to observe, perhaps 
explaining its weak effect on performance ratings. 

Finally, a supervisor's inference regarding a subordinate's self-rating of 
performance significantly influenced the supervisor's rating of the subordi- 
nate's performance. Klimoski and Inks (1990) suggested that the suscepti- 
bility of supervisors to the wishes of subordinates is manifested by their 
yielding to the subordinates' self-ratings of performance. This accountability 
pressure may distort performance ratings. Such an effect might arise, accord- 
ing to Klimoski and Inks, because supervisors wish to avoid conflict. Prac- 
tically and scientifically, it is important to understand what causes super- : 
visors to make inferences regarding subordinates’ self-ratings of perfor- 
mance, particularly in light of our results suggesting that supervisors’ 
inferences exert a significant effect on performance ratings, even when the 
actual self-assessments made by subordinates are controlled for. 


Limitations and Contributions 


Several limitations to this study need to be noted. Ideally, we would 
have employed a multidimensional measure of performance. Such a mea- 
sure probably would have yielded a more accurate measure of performance, 
However, several points should be kept in mind about single-item measures 
of performance. First, many organizations use single-item, global measures 
of performance in personnel decisions (Bretz, Milkovich, & Read, 1992). 
Thus, our measure should be externally valid, resembling the actual evalu- 
ation process in organizations. Alternatively, since a number of specific 
evaluations may precede global ratings, the procedure used in many organ- 
izations may facilitate a more accurate assessment than that used in the 
present study. Second, the test-retest reliability estimates of the single-item 
measures revealed that the measures possessed acceptable stability, making 
their use less of a concern. 

Results did not support all the hypothesized relationships. Supervisory 
span of control and experience did not significantly relate to subordinates’ 
performance ratings. Thus, although results supported most of the relation- 
ships in the model, which had an acceptable overall fit to the data and was 
robust to several alternative models, the model itself, or our testing of it, 
possessed some inadequacies. 

Another limitation of the present study is that the data were cross- 
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sectional. Although alternative model testing partially mitigated that limi- 
tation, such tests are always imperfect because it is not possible to test all 
alternative models. For example, it was not possible to test the reciprocal 
relationship between supervisor-subordinate work relationship and super- 
visors' affect toward subordinates because the reciprocal links could not be 
empirically identified (Hayduk, 1987; Jóreskog & Sórbom, 1989; Long, 
1983).* Similarly, there was no unique indicator of either supervisors’ rat- 
ings of subordinates' performance or subordinates' self-ratings, which pro- 
hibited valid tests of reciprocal causality. Ideally, we would have measured 
the variables over time to ensure that our causal ordering was correct. Future 
research investigating those relationships over time would make a contribu- 
tion. Replication of these results among different workers would also be of 
use. Whereas we have no reason to believe that the relationships observed 
are unique to the group studied, this obviously is an empirical question that 
could be answered with more occupationally heterogeneous data. 

Furthermore, this study did not meet all necessary assumptions for cau- 
sal inference. James and colleagues (1982), for example, identified ten 'as- 
sumptions necessary for causal inference. As Campbell (1990), Meehl (1978, 
1990), and others have pointed out, rarely is it feasible for all the assump- 
tions necessary for causal inference to be met. To be sure, it is an important 
goal, but in many cases it is not met, particularly when researchers are 
dealing with soft data, such as relations between psychological variables 
(Meehl, 1978). Although the results of the present study largely corroborate 
our model, the failure to satisfy all the assumptions necessary for causal 
inference suggests that the results should be viewed as suggestive rather than 
a direct demonstration of causality. Because the model is easily falsifiable 
(Popper, 1959), future research substantiating the results is needed before 
anything but tentative causal inferences can be drawn. Although we have 
discussed influences in the present study, given the equivocal satisfaction of ` 
all causal assumptions, it may be best to think of the influences as relation- 
ships until corroborative evidence is forthcoming. As Bobko (1990) pointed 
out, although structural equation modeling aids in interpreting theoretical 
models, replication and cross-validation of results is often essential. Indeed, 
this point is relevant with respect to the present study. 

Relatedly, because of the failure to meet the assumption of weak causal 
order, the directional arrows indicated in the model and the alternative 
model tests should be viewed as suggestive only. The results are clear with 
respect to the sign and magnitude of the relationships in the model, but they 


* Although recursive, or unidirectional, models are always identified, identification of 
nonrecursive (reciprocal) models requires that exogenous variables be Included tn any estima- 
tion of nonrecursive links. Thus, it is impossible to identify all nonrecursive relationships in a 
model because there would be no exogenous variables. Because supervisors' affect toward 
subordinates and supervisors' rating of subordinates' performance were the only endogenous 
variables in the model influenced by exogenous variables, this was the only nonrecursive link 
in the model that could be tested. 
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can only suggest rather than establish causality. This presents a clear, al- 
though difficult, opportunity for future research to undertake rigorous in- 
vestigations of causality concerns. 

Finally, although both supervisors and subordinates gave responses for 
different variables in this study, precluding method bias for most of the 
relationships in the model, the variables involved in two of the relationships 
were assessed from data from supervisors only. Common method variance 
could have inflated the relationship between supervisors' affect toward sub- 
ordinates and supervisors' ratings of subordinates' performance and the re- 
lationship between supervisors’ inference of subordinates’ self-ratings of 
performance and supervisors’ ratings of subordinates’ performance. 

Overall, a strength of the present study was that we obtained measures 
from two sources, supervisors and subordinates, reducing the possibility 
that the relations observed were the results of single-source covariance. Fur- 
thermore, considering a number of social and situational influences simul- 
taneously reduced the possibility that the results were biased by the omis- 
sion of variables (James et al., 1982). An even more rigorous procedure 
would have employed both supervisors’ and subordinates’ reports on all 
variables to control all possible response artifacts. Not surprisingly, doing so 
was not feasible, given the data collection constraints imposed by the organ- 
ization under study. Nonetheless, our use of multiple-source information 
should allow more confidence to be placed in the validity of our interpre- 
tations of results. 

The present study contributed to understanding social elements in the 
performance-rating process in several ways. First, we found overall support 
for the importance of several social and situational elements to performance 
evaluation decisions. Mitchell's (1983) trichotomy of social and task vari- 
ables was also generally supported. Social influence is more than a single 
isolated effect; it is manifested by an array of contextual and interpersonal 
elements. Although the present study is certainly not a comprehensive sur- 
vey of social and situational elements, the number of variables considered 
improves upon past research by reflecting the multidimensional and dy- 
namic nature of social contexts. Cumulatively, the findings suggest that the 
social context does affect the performance-rating process. Several of the 
specific relationships in the model tested are also of interest. There is a scant 
literature on supervisory opportunity to observe subordinates' performance 
and supervisory inference regarding subordinates' self-ratings of perfor- 
mance. The significance of those variables is interesting in its own right and 
should stimulate future research on them. 

In sum, the present study investigated the relationship of social context 
to the performance-rating process by testing a model of social influence that 
employed several underinvestigated variables. By concurrently considering 
the effects of several key aspects of social contexts, we found support for the 
efficacy of social and situational processes in the performance-rating pro- 
cess. We hope future researchers will continue along these lines by expand- 
ing the variables studied and providing a deeper assessment of the causal 
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relationships among those variables, and thus a more informed understand- 
ing of the performance-rating process. 
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Organizational design theorists argue that organizations adopt matrix 
(departmentalized) structures for technical reasons, to solve problams 
of internal coordination and information processing. Research on in- 
terorganizational networks suggests that organizations adopt new 
structures because of mimetic forces and normative pressures. We ex- 
amined the effects of both sets of factors on the adoption of matrix 
management in a group of hospitals. Multivariate analyses revealed 
that matrix adoption is influenced not only by task diversity, but also by 
sociometric location, the dissemination of information, and the cumu- 
lative force of adoption in interorganizational networks. Such variables 
exert little influence on decisions to abandon matrix programs, how- 
ever. 


Matrix management, defined as laying one or more new forms of de- 
partmentalization on top of an existing form (Burns, 1989: 350), is frequently. 
described in the organizational literature but rarely studied empirically. 
Two studies by Burns (1982; 1989) documented the prevalence of one par- 
ticular matrix program over time and analyzed its structural elements. These 
studies provided support for some long-held propositions regarding matrix 
management but challenged others. For example, Burns (1989) verified the 
existence of a hierarchical ordering of matrix elements along the lines of a 
Guttman scale, as Galbraith (1972, 1973) proposed. Simple matrix programs 
develop liaison roles, similar to the role of a project manager, to provide 
coordination across functional departments. More complex matrix programs 
build upon simpler models by sequentially adding a matrix director, a ma- 
trix department, and a horizontal hierarchy with authority rivaling the ver- 
tical-functional hierarchy existing in an organization. Contrary to Kolodny's 
(1979) assertion, however, Burns found that matrix programs are not transi- 


We thank Jack Brittain, Paul Hirsch, Walter Powell, the participants in the Social Organi- 
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tional, but are retained over time. Moreover, contrary to Davis and 
Lawrence's (1977) assertion, matrix programs remain structurally stable and 
do not evolve over time. 

This study extended the cited research by examining the determinants 
of matrix adoption and abandonment. The topic is important for several 
reasons. First, implementing a matrix structure constitutes a shift from ver- 
tical-functional authority toward a hybrid, function-by-project, organization. 
The study thus sought to explain transitions from traditional to hybrid or- 
ganizational forms (cf. Fligstein, 1985; Wholey & Burns, 1993). Second, ma- 
trix structures are team-oriented arrangements that promote coordinated, 
multidisciplinary activity across functional areas, broad participation in de- 
cisions, and the sharing of knowledge. Such structures were initially devel- 
oped to aid technological innovation; they are typically found in rapidly 
changing organizations (Kanter, 1983, 1988) and resemble the team arrange- 
ments used in total quality management programs. Research on the adoption 
of matrix management may improve understanding of factors favoring struc- 
tures that promote product innovation and quality management. Third, de- 
cisions to adopt and abandon a stable structure such as matrix management 
determine the prevalence of that structure in an organizational population. 
The observed stability of matrix programs suggests that adoption and aban- 
donment are key events in their history. Although previous research sug- 
gests various rationales for the presence of matrices, there is little evidence 
other than that from case studies on influences associated with their adop- 
tion and termination; indeed, few studies have addressed the abandonment 
of any structural innovation (Kimberly, 1981; Knoke [1982] is an exception). 

In this article, we examine two complementary explanations for the 
adoption and abandonment of new organizational structures like matrices. 
The first explanation is based in information-processing theory, the second, 
in network and institutional theories of innovation. Researchers studying 
organizational design have argued that organizations adopt matrix programs 
for technical reasons, to cope with the information-processing demands of 
large, complex organizations (Davis & Lawrence, 1977; Galbraith, 1972). 
These demands may be fostered by organizational domains with diverse 
products, clients, and services (Thompson, 1967) and by horizontal differ- 
entiation—functions, departments, and specialties (Galbraith, 1972). Both 
of these dimensions define "organizational diversity." Research on design 
has suggested that highly diverse organizations adopt a broad range of matrix 
elements, including liaison role, matrix director, and matrix department, to 
coordinate decision making. The empirical evidence for this suggestion is 
mixed, however. Although some researchers have reported a positive asso- 
ciation between diversity and the range of matrix elements present 
(Lawrence & Lorsch, 1967; Van de Ven, Delbecq, & Koenig, 1976), others 
have reported no significant relationship (Burns, 1989). One possible inter- 
pretation of the mixed findings is that diversity may be a sufficient condition 
for adoption, but unnecessary. Organizations may adopt matrix management 
for nontechnical reasons unrelated to information-processing demands. One 
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such reason is an organization's sociometric position in interorganizational 
networks, or its position in a pattern of social relations serving as situational 
constraints on organizational behavior (Coleman, Katz, & Menzel, 1966; Ga- 
laskiewicz, 1985; Granovetter, 1985). Normative pressures exerted by dom- 
inant organizations within those networks are another reason for matrix 
adoption (Becker, 1970; Burt, 1981; Rowan, 1982). Prior research has foünd 
both technical and nontechnical influences on the adoption of administra- 
tive innovations (Kimberly, 1978; Kimberly & Evanisko, 1981; Meyer & 
Rowan, 1977; Scott, 1990); however, technical factors may be more impor- 
tant among organizations adopting innovations earlier than others in a given 
network, and nontechnical factors may be more important among later 
adopters (Rowan, 1982; Tolbert & Zucker, 1983).! 

The study investigated the impact of organizational and network factors 
on the adoption of matrix management in a panel of organizations over a 
17-year period. Prior studies of the spread of administrative structures have 
been limited to a small number of organizational and network measures for 
which data were available over time (e.g., organization size, number of prior 
adopters). We specified a number of new organizational and network vari- 
ables that more fully capture important institutional effects. We also exam- . 
ined the ability of the same organizational and network variables to explain 
decisions to abandon matrix programs. We could thus explore whether pro- 
gram adoption and abandonment processes are symmetrical or based on 
different factors. 


TECHNICAL AND NONTECHNICAL BASES OF MATRIX 
MANAGEMENT IN HOSPITALS 


The diffusion in the hospital industry of a specific matrix management 
program, “unit management," was studied. Unit management is a system of 
administration developed in a hospital's clinical areas to promote the coor- 
dination and integration of functional department personnel. As Burns 
(1989) showed, unit management programs exhibit the series of lateral co- 
ordinative mechanisms Lawrence and Lorsch (1967) and Galbraith (1972, 
1973) described. At a minimum, these programs place administrators in 
inpatient units to act as liaisons and coordinators of all functional depart- 
ment employees working in the units, such as head and staff nurses, house- 
keepers, dietary aides, technicians, and social workers. The unit managers 


1 The literatures on organizational design and interorganizational networks thus provide 
complementary rather than competing explanations of matrix adoption. Regardless of whether 
the forces precipitating adoption are technical or nontechnical, an organization's response 
constitutes rational action (cf. Burt, 1982; Granovetter, 1985). Adaptation to technical factors 
constitutes an efficient response to economic problems, and adjustment to nontechnical factors 
aids the pursuit of noneconomic goals such as sociability, approval, status, and power (Gra- 
novetter, 1985: 506). 

? An informal survey of Arizona television stations conducted by the first author revealed 
that unit managers are also used in the broadcasting and motion picture industries. 
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invariably have decision-making responsibility for several administrative 
and policy areas, including developing administrative procedures, prepar- 
ing budgets, and designing unit plans and programs. More complex pro- 
grams feature a unit management director and department and a separate 
administrative hierarchy with authority to supervise the functional depart- 
ment's personnel. In such a system, the unit manager is a matrix boss and the 
head nurse becomes a two-boss manager, responsible to both the unit man- 
ager and the nursing supervisor. Collectively, unit managers constitute a 
horizontal overlay of project managers, coordinating all functional person- 
nel on a given clinical area such as surgery, medicine, or pediatrics. 

Unit management has continuing relevance for hospital design. Re- 
search indicates that unit management programs are associated with the 
development of divisional structures in hospitals (Burns, 1985). Hospitals 
are establishing such structures at present to adapt to global reimbursement 
and budgeting methodologies, such as the diagnosis-related groups imposed 
by the federal government (Heyssel, Gaintner, Kues, Jones, & Lipstein, 1984). 
Moreover, matrix programs and divisional structures are likely to remain 
useful coordinative devices in hospitals despite recent advances in vertical 
information systems. Such systems, rudimentary or nonexistent in hospitals 
during our study period, have increased hospitals' information-processing 
capacity; however, the improvements have centered on speeding the flow of 
clinical information for billing purposes and on integrating clinical and 
financial data systems for reimbursement purposes. There is no indication 
that these advances have lowered personnel coordination requirements by 
either reducing staffing levels or improving scheduling between depart- 
ments functioning in the patient units. For example, a recent survey of 2,625 
community hospitals with 100 or more beds found that between 1986 and 
1988 only 6.1 percent had implemented patient care information systems, 
but 2.0 percent had installed bedside terminal systems in inpatient units 
(Gardner, 1989, 1990). Indeed, the recent advances in joint clinical-financial 
information systems may promote the spread of matrix and divisional struc- 
tures by bringing together unit managers and clinical area physicians in 
decision-making teams. 

Between 1961 and 1978, roughly one-quarter of all large teaching hos- 
pitals implemented unit management (Burns, 1982). The hospital adminis- 
tration literature suggests that unit management was adopted to solve spe- 
cific managerial problems associated with growing diversity and size (cf. 
Johnson & Tingey, 1976; Kovner, 1972; Starkweather, 1970). During the 
1950s and 1960s, hospital size, patient volume, and service intensity in- 
creased to meet new demand generated by the expansion of health insur- 
ance. Head nurses, who had held the de facto responsibility for coordinating 
and supervising all personnel from different departments in clinical areas 
(Stevens, 1989), found that these growing administrative responsibilities 
restricted the performance of their clinical duties. Hospitals thus sought new 
methods to coordinate patient care and manage their expanding human and 
technical resources. Unit management was implemented to inject full-time 
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managerial expertise at the patient unit level, to improve the utilization of 
nursing personnel, and to better integrate personnel and functions in clinical 
areas. The innovation was thus intended to help managers increase coordi- 
nation and control in the face of an increasingly complex, intensive tech- 
nology. i 

Other evidence suggests that nontechnical considerations were also re- 
sponsible for the implementation of unit management. Mimetic forces have 
been found to play a major role in the spread of innovations across hospitals 
(Luft, Robinson, Garnick, Maerki, & McPhee, 1986; Russell, 1979; Stevens, 
1989). The pattern of unit management adoption between 1961 and 1978 
likewise suggests that a fad was sweeping through the hospital industry: the 
program adoption rate rose quickly during the 1960s and then dropped off 
and stabilized during the 1970s (Burns, 1982: 54 [Table 7]). The professional 
media may have abetted this contagion. During the 1960s, health adminis- 
tration journals published a flurry of articles on unit management (Burns, 
1982: 43 [Table 1]) strongly endorsing it and touting its technical advantages 
(without presenting much supporting evidence). Despite the later decline in 
adoptions, the vast majority of programs continued to operate, and program 
descriptions continued to be published (Burns, 1982: 43 [Table 1]), suggest- 
ing that unit management had become well accepted by the 1970s. 

Normative forces may also have been present. Local and regional net- 
works that might transmit normative influences among hospitals mush- 
roomed between 1940 and 1970 (Stevens, 1989: 200-283).? Community hos- 
pital councils and planning agencies formed in response to calls by the U.S. 
Public Health Service to implement area planning for hospital development 
under the so-called Hill-Burton program. At both the local and regional 
levels, networks of major medical centers and community hospitals formed 
to promote the diffusion of scientific information and technological ad- 
vances. Those networks were fostered by such heavy federal investment in 
biomedical research as the National Institutes of Health and the Regional 
Medical Program Act. Federal research grants increased the scientific and 
technological resources of major medical centers, augmented their profes- 
sional stature, and encouraged the hierarchical dissemination of information 
and services from the center of the hospital industry to its periphery. 


THEORETICAL ISSUES 
Theory of Organizational Information Processing 


Organizational information processing theory seeks to explain organiza- 
tional behavior in terms of information that must be gathered, interpreted, 
synthesized, and coordinated in the context of decision making (Knight & 


3 Within the past two decades, multihospital systems have emerged as a new source of 
network relations that foster the diffusion of information about new programs (McKinney, 
Kaluzny, & Zuckerman, 1991). Such networks ware not widespread during the period studied 
here, however. 
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McDaniel, 1979; Smith, Grimm, Gannon, & Chen, 1991; Tushman & Nadler, 
1978). Early theoretical formulations (Galbraith, 1972; Thompson, 1967) 
used the concept of "bounded rationality" to explain the specific strategies 
and structures organizations employ to manage these flows. According to 
this perspective, organizations are open systems and hence subject to un- 
certainty, and they have limited means with which to gather and process 
information. They therefore seek to develop strategies and structures that 
enable them to match their information-processing capacity with the infor- 
mation-processing requirements of their tasks (Daft & Lengel, 1984; Gal- 
braith, 1972). Subsequent research has examined organizational character- 
istics, including complexity, slack resources, and external orientation, that 
facilitate or impede the development of this capacity (e.g., Smith et al., 1991; 
Van de Ven et al., 1976). 

We employed theory and research on organizational information pro- 
cessing to develop technical explanations for the adoption of matrix man- 
agement. One explanation focuses on the diversity and scale of organiza- 
tional activities that require a matrix structure to ensure adequate coordina- 
tion. Another explanation examines the level of organizational resources 
and capabilities that permits the consideration of new programs such as 
matrix management. 

Organizational diversity and scale. Information-processing require- 
ments are influenced by organizational diversity, measured as the breadth of 
a firm's domain and horizontal differentiation (Chandler, 1962; Galbraith, 
1972; Tushman & Nadler, 1978). Diversity increases the number of decision- 
making points in an organization and causes coordination problems (Chan- 
dler, 1962). Some researchers have suggested that organizations use hori- 
zontal mechanisms, ranging from liaison roles and task forces to a pure 
matrix, to increase their capacity to handle high information-processing de- 
mande and diverse activities (Daft & Lengel, 1984; Galbraith, 1972; Lawrence 
& Lorsch, 1967). Thompson (1967) and Van de Ven and colleagues (1976) 
argued that such mechanisms also facilitate decision making and coordina- 
tion by mutual adjustment. 


Hypothesis 1: Task diversity is positively associated with 
the adoption of matrix management. 


A related influence on the amount of information to be processed is 
organizational size (Galbraith 1972: 385; Smith et al., 1991), which fosters 
internal problems of coordination or performance (Kimberly & Evanisko, 
1981). Chandler (1962) suggested that changes in scale contribute to an in- 
crease in coordination requirements and a need for new coordinative mech- 
anisms. Increased scale has both direct effects, through raising the number of 
relationships in an organization, and indirect effects, through increasing 
differentiation (Blau, 1970). If diversity remains constant, increased scale 
directly affects coordination requirements because the number of relations 
within an organization increases as a quadratic function of the number of 
members (number of relations = n*(n — 1)/2; Lincoln, 1982: 13). 
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Hypothesis 2: Organizational largeness is positively asso- 
ciated with the adoption of matrix management. 


Slack resources and capabilities. Organizational diversity and size in- 
crease a firm's information-processing requirements and subsequent search 
for new designs to handle those demands. Information search is a costly 
activity, however (March & Simon, 1958). The possession of organizational 
resources and capabilities can influence the speed and scope of this search 
(Meyer, 1982; Smith et al., 1991: 66). Organizational slack constitutes one set 
of resources that allow firms to adapt to internal pressures for adjustment 
(Bourgeois, 1981: 30). Following Cyert and March (1963), we defined slack 
as the income remaining after an organization has covered the costs neces- 
sary to sustain operations. Slack resources permit sophisticated information 
searches and consideration of new programs well in advance of the per- 
ceived need to implement them. Slack resources also reduce the barriers and 
risks to experimenting with new programs by enabling an organization to 
afford costly changes and absorb the cost of their failure. Such resources may 
be particularly helpful in establishing matrix structures, which require ad- 
ditional personnel, a coordinative department, and a new hierarchy (Burns, 
1989). 


Hypothesis 3: A high level of organizational slack is pos- 
itively associated with the adoption of matrix manage- 
ment., . 


Interorganizational Networks 


In contrast to information-processing theory, which focuses on organ- 
izational effects, network theories focus on the effects of an organization's 
relationships with others. Research on networks has suggested that organ- 
izational behavior is “embedded in concrete, ongoing systems of social re- 
lations" (Granovetter, 1985: 487). As Scott noted, "being embedded in a 
network of social relatións can bring one news of innovations, support for 
adoption, helpful hints regarding implementation, and social support en- 
couraging change. Such processes clearly operate among professionals 
across organizations" (1990: 184). Organizational networks can require as 
well as support innovation (Granovetter, 1985). Superordinate agencies in 
those networks, including professional associations and dominant institu- 
tions, may exert normative pressures on organizations to adopt legitimate 
structural elements when legitimacy is denoted by professional approval or 
the cumulative level of adoption by others in a network. In such instances, 
the relevant cues stimulating adoption are not internal needs to coordinate 
information or internal resources promoting search, such as slack and 
boundary-spanning activity (cues important in information-processing the- 
ory}, but rather, exposure to external sources of information and normative- 
institutional pressures. 

Network embeddedness. Early network research examined how embed- 
dedness in organizational networks of communication and influence affects 
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adoption. One prominent contribution is the “two-step flow model" (Cole- 
man, Katz, & Menzel, 1966; Katz, 1957). During the first step posited in this 
model, organizations that occupy central sociometric positions ("dominant 
organizations") tend to be early adopters of a matrix structure. Such organ- 
izations are likely to be the first to learn of the new structure through exter- 
nal professional networks and exposure to sources of information about it - 
(Coleman et al., 1966). Such organizations also associate adoption with pres- 
tige and professional stature (Becker, 1970). 


Hypothesis 4: Organizations occupying central sociomet- 

ric positions in an organizational network are more likely 

than others to adopt matrix management. 
During the second step, dominant organizations convey information about 
the matrix structure to other organizations in local networks. The commu- 
nication channels may be either formal ones, such as networks of hospitals 
affiliated with the same medical school and local hospital councils, or in- 
formal ones, such as discussions between physicians or nurses from differ- 
ent hospitals. Dominant organizations also influence the decisions of others 
to adopt in two related ways. First, they may actively seek to persuade others 
of the advantages of the matrix structure (cf. Coleman et al., 1966). Second, 
others may adopt in order to achieve thé same level of prestige and visibility 
the dominant firms have, or at least gain their social approval. Thus, 


Hypothesis 5: Organizations with high visibility and pres- 
tige in local networks that adopt matrix management in- 
fluence organizations of lower prestige to follow suit. 

Finally, network embeddedness exposes organizations to other sources 
of information about the matrix structure, thereby increasing the amount of 
information received. Following Coleman and colleagues (1966) and Gra- 
novetter (1985), we posited that organizations embedded in professional 
networks possess multiple ties to professional organizations and associa- 
tions, actively participate in those groups, and are themselves frequently 
sought out by those associations and organizations, which seek to inform or 
influence them. As a result, embedded organizations are heavily exposed to 
professional media and to the information they transmit, both directly and 
indirectly, from other organizations that have already received it. It is logical 
to expect professional organizations like hospitals to be exposed to pub- 
lished reports in professional media about matrix management. As a com- 
municable disease spreads through contagion, matrix adoption spreads 
through the accumulation of reports providing organizations with sufficient 
information to weigh the merits of adoption.* Hence, 


^ This contagion process is also partly captured by the cumulative level of adoption na- 
tionwide, which is highly correlated with the cumulative publication of reports, and a time 
trend measure, time at risk for adoption, which is highly correlated with the cumulative level 
of adoption. 
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Hypothesis:6: The prior transmission of information 
about matrix management via professional media is pos- 
itively associated with the adoption of matrix manage- 
ment. j 


Normative-institutional pressures. Professional media and dominant 
organizations are not the only sources of information about matrix manage- 
ment. Nor do they exert the only influence on other organizations to adopt. 
The collective action and pressure of organizations in a network are also 
cues for potential adopters. Institutional theorists have distinguished mi- 
metic and normative components of this cue-taking process (DiMaggio & 
Powell, 1983). In mimetic components, organizational imitation is a stan- 
dard response to uncertainty: faced with problems with unclear solutions, 
organizations adopt the solutions used by others. Such imitation represents 
an efficient mode of ‘‘problemistic” search (Cyert & March, 1963; DiMaggio 
& Powell, 1983: 151). In the normative components of cue-taking, the collec- 
tive example, or force, of other adopters legitimates an innovation and in- 
creases pressure on other organizations to follow suit. Mimetic and norma- 
tive forces are difficult to separate empirically, however. Researchers have 
employed the same indicators (e.g., the cumulative level of adoption) to 
measure both sets of effects (cf. Knoke, 1982; Rowan, 1982). 

Institutional theorists have argued that organizations adopt structural 
elements in order to conform to prevailing norms in their institutional en- 
vironments (DiMaggio & Powell, 1983; Meyer & Rowan, 1977). These norms 
are partly a function of the cumulative level of adoption among neighboring 
organizations. Tolbert and Zucker (1983: 26—27) described an innovation 
(civil service reform) institutionalized by “gradual legitimation,” or the cu- 
mulative level of adoption. Their analysis indicated that early adoption is 
directed toward solving specific problems and thus is a function of organ- 
izational characteristics. Over time, such characteristics lose their power to 
predict adoption, however. In their place, increasing institutional pressure, 
measured by the cumulative level of adoption, explains subsequent adop- 
tion. Tolbert and Zucker further suggested that when an innovation is not 
institutionalized by gradual legitimation, regional and local institutional 
effects emerge as the key determinants of both early and later adoption. 

Walker (1969), Burt (1981), and Knoke (1982) further suggested that 
several dominant actors and reference networks, which can be regional or 
local in scope, can exert such normative pressure. For example, Walker 
(1969) documented regional cue-taking among states in the adoption of new 
programs. States look to certain neighbors for guides to action; within these 
regional networks, followers adopt only after the regional leader has led the 
way. Similarly, Knoke (1982) showed that not only proximity to local inno- 
vators but also a region's cumulative level of adoption influenced the spread 
of municipal reform. . 

Rogers (1983) argued that homophily, or the sharing of values and 
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norms, among the members of a network enhances the diffusion of informa- 
tion and promotes adoption. The cue-taking process described earlier may 
occur most extensively in networks in which local norms support a new 
program (Aldrich & Whetten, 1981; Burt, 1981). Research evidence on the 
diffusion of technological innovations in the steel industry (Czepiel, 1974) 
and cancer patient management strategies (Fennell & Warnecke; 1988) sup- 
ports the homophily argument. 

The institutional literature thus suggests that the cumulative leve] of 
adoption of a program in a network influences new adoptions, especially in 
later periods of the diffusion process. Within local networks, the degree to 
which the program is accepted also influences adoption. 


Hypothesis 7: The cumulative force of prior adoption of 
matrix management by organizations in regional and lo- 
cal networks is positively associated with new adoptions. 


Hypothesis 8: The cumulative force of adoption is more 
strongly associated with late adoption of matrix manage- 
ment than with early adoption. Organizational character- 
istics are more strongly associated with early adoption of 
matrix management than with late adoption. 


Hypothesis 9: The greater the degree of local acceptance 
of matrix management, the greater the impact of network 
characteristics on adoption, and the lower the impact of 
organizational characteristics. 


Abandonment of Matrix Management 


The process of program abandonment has not received much theoretical 
or empirical attention. To begin to address the process, we posited that the 
effects of organizational characteristics and interorganizational networks on 
program adoption imply symmetrical effects on program abandonment. Fol- 
lowing information-processing theory, we considered that as organizational 
diversity decreases (projects end, product lines are phased out), the matrix 
structure may be viewed as excessively complex and be dismantled. Simi- 
larly, decreased size can reduce the number of relationships that require 
coordination to below the perceived critical mass, and falling slack can 
reduce an organization's tolerance for costly programs. Following research 
on interorganizational networks and innovation, we considered that pro- 
gram abandonment niay occur as organizations follow the example of role 
models (Kimberly, 1981: 92)—if prestigious firms in local networks termi- 
nate their programs, or as institutional support for a program wanes (Rowan, 
1982)—as the cumulative level of program terminations increases in local or 
regional networks. One study that examined these arguments found no ev- 
idence for a symmetrical effect of the cumulative level of adoptions and 
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terminations because of the small number of program terminations observed 
(Knoke, 1982).5 

We suggest that external network factors are likely to play a much less 
important role in program abandonment decisions than in program adoption 
decisions. In the adoption process, organizations have no direct experience 
with matrix management and therefore seek external information to guide 
their decisions. In the abandonment process, organizations are more likely to 
base their decisions on their own experience with the program and are less 
apt to be swayed by external factors. However, such personal experiences 
may have more to do with political conflicts over a matrix (cf. Davis & 
Lawrence, 1977) than with weakened justifications for the matrix arising 
from declining task diversity, size, or slack. Hence, 


Hypothesis 10: Three organizational variables are nega- 
tively associated with the abandonment of matrix man- 
agement: diversity, size, and slack. Two network vari- 
ables—the cumulative force of abandonment in local and 
in regional networks—are positively associated with the 
abandonment of matrix management. 


METHODS 
Organizations 
The study examined matrix program adoption in a panel— a set of re- 
spondents studied at two or more points in time—of hospitals measured in 
1961, 1966, 1972, and 1978. The panel included all nonfederal general hos- 
pitals that had either large size (300-- beds) or teaching programs (residen- 


cies) at any point in the panel period.? A total of 1,375 hospitals met these 
criteria and operated continuously over the entire period. 


5 Other research has suggested that organizational characteristics may not exert symmetri- 
cal effects on adoption and abandonment. A study of the literature on organizational growth and 
decline, for example, revealed that changes in size have a larger impact on administrative ratios 
in growing than in declining firms (cf. Hannan & Freeman, 1978). Moreover, the administrative 
component decreases at a slower rate than the production component in a declining firm. These 
findings suggest that internal political processes mitigate the impact of decreasing size and 
diversity on managerial personnel and perhaps on managerial structures like the matrix. Sim- 
ilarly, research on organizational inertia suggests that new structures, once in place, may be 
altered or abandoned only very slowly because routinization and commitment to the structure 
occur (Hannan & Freeman, 1984; Kelly & Amburgey, 1991; Tushman & Romanelli, 1985). 

8 The omission of smaller, nonteaching hospitals from the sampling frame did not seriously 
bias our results. Earlier survey research has reported low rates (0.496) of program adoption 
among small, nonteaching hospitals (cf. Burns, 1982: 46 [Table 3]; Jelinek, Munson, & Smith, 
1971). Nor did the omission of such hospitals restrict the range of our organizational measures 
and make it difficult to test Hypotheses 1 and 2. For one of tbe indicators of size used, the 
number of beds, the hospitals we studied ranged from 150 to 1,250 beds. For two of the diversity 
measures Burns (1989) used, the ratios of outpatient visits and emergency visits to admissions 
ranged from zero to greater than one. 
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Large teaching hospitals were considered the population likeliest to 
adopt matrix programs because of their administrative complexity (Stark- 
weather, 1970). We chose the period 1961—78 to capture both the diffusion 
process and the structural changes in hospitals that might influence adop- 
tion. Problems with data availability during the 1960s dictated the use of 
panel rather than time series analyses. We therefore elected to examine 
hospitals at six-year intervals, with major interest centering on 1966 and 
1972. These two points coincided with the congressional enactment of the 
Medicare and Medicaid insurance programs through the Social Security 
Amendments of 1965 and the first significant expansion of the Medicare 
program through the Social Security Amendments of 1972. This legislation 
had a significant effect on patient demand for hospital care, which increased 
the volume and diversity of hospital activity. Although hospital data for 
1968, 1972, and 1978 were available, data for 1960 were not. We resolved 
this problem by substituting data from 1961 for that from 1960. 

A survey was administered in 1979 to all hospitals in the panel (see 
Burns [1982] for a description of the survey’s administration). The question- 
naire asked hospital administrators whether or not they had ever adopted 
the particular matrix program called unit management, defined as the pres- 
ence of unit managers, administrators, or coordinators in hospital inpatient 
units.” If administrators answered the question affirmatively, they were also 
asked whether or not they had discontinued the program and in what years 
they adopted and abandoned it. Over 90 percent (N = 1,247) of the hospitals 
responded to the survey. Survey results indicated that 346 hospitals, or 27.2 
percent of those responding, had adopted matrix management between 1961 
and 1978. Of these, 96 hospitals abandoned matrix management during the 
same period. 

The accuracy and adequacy of the single questionnaire item was veri- 
fied in two ways. First, questionnaire responses were verified using pub- 
lished program descriptions, earlier survey research results (e.g., Jelinek, 
Munson, & Smith, 1971), and phone calls to many of the hospitals. Verifi- 
cation analyses and investigation of possible sources of survey error revealed 
little evidence of overreporting (see the Appendix). Second, the hospital 
administrators reporting the presence of matrix management completed a 
follow-up survey of matrix program structure (cf. Burns, 1989), which ver- 
ified the existence of the program. It is important to note here that the 
follow-up study found that matrix programs remained stable rather than 
evolved over time. Because of their structural stability, we could examine 
program adoption processes over a historical period without having to con- 
sider possible confounding effects of program development. 

The present study thus included 346 hospitals that adopted some ver- 


? Such programs were well recognized and understood by both hospital administrators and 
nursing directors, as evidenced by the extensive reporting of these programs in the hospital 
media (cf. Burns, 1982: 43—44) and the low degree of field bias in our survey results. 
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sion of unit management and 901 hospitals that did not. All 346 adopters 
exhibited certain basic matrix elements, such as horizontal coordinators 
who made decisions in one or more administrative policy areas. i 


Measures of Dependent Variables 


Adoption and abandonment. The presence of matrix management was 
measured by a binary variable indicating that a hospital employed unit man- 
agers in its inpatient units (1 = employed, 0 = not employed) at some point 
during the study period (1961—78). The survey collected information on the 
presence or absence of matrix management, the time of its adoption, and the 
time of abandonment. We used these data to compute the probability of 
adoption and abandonment. 


Measures of Organizational Characteristics 


The organizational measures were taken from the annual surveys of U.S. 
hospitals conducted by the American Hospital Association (AHA) (Ameri- 
can Hospital Association, 1962—79). These data, available on tape, include 
information on hospital scale, activity, and financial performance. 

Organizational diversity. We measured domain diversity and horizon- 
tal differentiation by the respective diversity of the clients treated and the 
functions performed (Burns, 1989: 363). Diversity of clients is reflected in a 
hospital's mix of inpatient, outpatient, and emergency care. The wider the 
distribution of hospital activity across inpatient, outpatient, and emergency 
settings, the greater the interdependence between these settings, and hence 
the greater the coordination requirements (Chandler, 1962; Galbraith, 1972). 
For example, as the volume of emergency care rises, so does the number of 
patients admitted from the emergency room to a hospital's units. Diversity of 
clients thus had two indicators: emergency diversity, or the number of emer- 
gency department visits divided by total hospital admissions, and outpatient 
diversity, or outpatient visits divided by total admissions.?' 

Functional diversity encompasses the performance of teaching and re- 
search activities in addition to patient care. Teaching and research are typ- 
ically associated with the treatment of the most complex, unusual, and se- 
verely ill cases. We measured functional diversity by the presence of an 
affiliation with a medical school (1 = affiliation, 0 = no affiliation) and the 
size of the hospital's teaching program (number of residents). We used prin- 
cipal components analysis to combine these indicators to form a measure of 


8 Such measures are particularly appropriate for the study of hospital matrix management. 
Previous evidence indicates that matrix programs often encompass outpatient clinics and emer- 
gency rooms in addition to inpatient floors (Burns, 1989). Among hospital matrix programs 
operating in 1978, 22.9 percent covered outpatient clinics, and 55.5 percent covered emergency 
rooms. 
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teaching diversity, constructing the measure from the factor loadings of the 
first principal component extracted (74 percent of common variance ex- 
plained).? 

Organizational size and slack. Size was measured by combining three 
indicators, the number of hospital beds, the volume of hospital revenues, 
and the volume of hospital expenses, using principal components analysis. 
The measure of size was constructed from the factor loadings of the first 
component extracted (81 percent of common variance explained). Slack was 
defined as total hospital revenues minus total expenses, multiplied by 
100,000. 


Measures of Interorganizational Network Location and Influence 


To study the diffusion of an administrative innovation across hospital 
networks, research ideally would examine network relationships between 
hospitals' administrators, such as mutual membership in metropolitan hos- 
pital councils and planning agencies, and relationships between hospitals’ 
nursing directors; both types of employees might spread information about 
matrix programs. Such an undertaking was not possible here because the 
study was retrospective and longitudinal. Instead, we measured the central- 
ity of a hospital's network location in one sphere of activity, graduate med- 
ical education, and its effect on the probability of the hospital's adopting 
matrix management. We also measured the presence of various network 
influences operating at a given time of measurement in terms of their effect 
on the probability of matrix adoption by hospitals in a given network at a 
later time of measurement. These influences include the decision by a pres- 
tigious hospital to adopt or abandon matrix management, the volume of 
published reports on matrix management appearing in professional media, 
the cumulative levels of matrix adoption or abandonment in regional, or 
multistate, and local, or metropolitan, networks, and the cumulative expe- 
rience with the matrix program among organizations in a local network. 

Prestige. The degree to which a hospital occupied a central and presti- 
gious position in a local hospital network was measured by the academic 
reputation and visibility of the medical school with which it was affiliated. 
Evan and Walker (1978) provided a justification for measuring a hospital's 


° Unfortunately, we could not measure diversity using the AHA’s list of hospitals’ services. 
Because the AHA adds and drops services from the list from one annual survey to the next, we 
had difficulty interpreting changes in the sum of services offered over time. For example, a 
hospital's reporting a particular service that was added to the 1972 survey incorrectly implies 
that the hospital lacked this service prior to 1972. Interpolation of the panel data to obtain 
annual figures thus became problematic. We did, however, use the lists from the 1972 AHA 
annual survey to verify the construct validity of some of our diversity measures. Outpatient 
diversity was moderately associated (r = .45) with the number of different outpatient services 
offered by a hospital (N — 5: outpatient psychiatric unit, rehabilitation unit, renal dialysis unit, 
abortion service, and organized outpatient department) but weakly associated with number of 
beds (r = .17). Teaching diversity exhibited a stronger association (r = .44) with the total 
number of services than with number of beds (r — .32). 
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centrality in terms of its medical school's centrality. Hospitals affiliated with 
8 given medical school constitute a contractual group for the purposes of 
clinical instruction and resident staffing. Members of contractual groups 
differ in technological sophistication of the hospital, specialization of the 
medical staff, size, and age. These differences are positively associated with 
the prestige of the medical school defining that contractual group. 

Data on medical school reputation and visibility were taken from a 
published study of medical school stratification conducted during the mid- 
19708 (Cole & Lipton, 1977), in which a national sample of medical school 
faculty members ranked the reputations of medical schools on the basis of 
the perceived quality of their medical faculties (distinguished = 6, poor = 
1). Medical school visibility was the percentage of all respondents who felt 
they had sufficient information to rate a school. We combined the reputation 
and visibility ratings into one indicator using principal components analysis 
(one factor extracted; 99 percent of common variance explained). We thus 
measured prestige once, in the mid-1970s, and assumed that it was constant 
throughout the panel period. This assumption seems warranted since med- 
ical school reputations are based on basic science and clinical research per- 
formance (Cole & Lipton, 1977: 681), which are not likely to fluctuate in the 
short term (Cole & Lipton, 1977: 677).*° 

Published reports. The transmission of information about matrix man- 
agement was measured as the number of reports of matrix programs appear- 
ing each year in health administration research and trade journals between 
1961 and 1978. The frequency of those reports and the types of publications 
they appeared in are described elsewhere (Burns, 1982: 43—44). A content 
analysis of the reports revealed that only 3 percent dwelt on any negative 
aspects of the focal matrix program, suggesting a positive industry evalua- 
tion of matrix management and acceptance of the program. 

Cumulative force of adoption. The cumulative regional force of adop- 
tion was measured by the percentage of hospitals in the same geographic 
region adopting matrix management by the year prior to a survey point. We 
specified nine geographic regions using the classification scheme of the 
American Hospital Association. The cumulative local force of adoption was 
measured in like manner among hospitals in the same Metropolitan Statis- 
tical Area (MSA), as defined by the National Bureau of Standards. We de- 
cided not to measure the cumulative force of adoption at the national level 


10 Because we measured prestige in terms of a hospital's medical school affiliation, it 
exhibited a marked association with the diversity of functions (r — .56). Three bits of evidence 
suggest prestige is not just another measure of diversity, however. First, correlational analyses 
revealed that prestige exhibited a significant, negative association with the time a hospital was 
at risk of adoption, but the diversity of functions exhibited an insignificant positive association. 
That is, high-prestige hospitals waited less time to adopt than more diverse hospitals. Second, 
both prestige and diversity of functions exerted significant effects on adoption in our regression 
analyses. Third, prestige is a measure of a SSES s network position, but diversity is an 
organizational measure. 
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for two reasons. First, such a measure would have been highly correlated (r 
— ,84) with the time trend measure used in the analyses, time at risk for 
adoption, defined at the end of this section. Second, the measure of the 
number of published reports on hospital matrix programs in the national 
literature parallels the number of adoptions at the national level (cf. Burns, 
1982: 43—44 [Tables 1 and 2]). 

Cumulative experience with matrix management. We assumed that the 
greater the collective experience with the matrix program in a local network, 
the greater the degree of local acceptance and normative approval. We mea- 
sured degree of local cumulative experience as the number of program years 
in an MSA observed prior to 1972. We defined a program year as one year of 
a hospitals' operating a matrix program and chose MSAs as the relevant 
geographic definition of a network because there were metropolitan hospital 
councils in many areas that shared information. In our data, the median 
number of program-years prior to 1972 is ten. The number of program years 
observed in an MSA is moderately associated with the cumulative local 
force of adoption (r — .42), suggesting that cumulative experience and cu- 
mulative level of adoption represent institutional influences. Using data 
only from the later period, we split the data in half and called MSAs that had 
8 hospital using matrix management in 1971 and a cumulative experience of 
at least ten program-years the acceptance group and all other MSAs the 
nonacceptance group. 


Models 


The panel structure of the data led us to use discrete-time methods 
(Allison, 1982, 1984) to study the adoption and abandotment of matrix 
management. The panel data posed one difficulty for use of discrete-time 
methods, however. Adoptions were measured each year, whereas the inde- 
pendent variables were measured at four intervals between 1961 and 1978. 
To overcome this problem, we used linear interpolation to obtain annual 
data for the latter measures. The autocorrelation of these variables across the 
four intervals was quite high (average r — .85), with the exception of slack 
(r = .47),** suggesting that interpolation would provide reasonable estimates 
of annual values for most variables. All the independent variables were 
lagged one year. 

Following Allison's (1982: 75) suggestions, we reconstructed the data to 


‘1! We did not explicitly control for autocorrelation in our analyses for two reasons. First, 
neither Allison (1984) nor Yamaguchi (1991) mentions autocorrelation as a potential problem in 
hazard rate models. Second, our results suggested it was not a problem. Unobserved sources of 
heterogeneity across organizations associated with a dependent variable cause autocorrelation. 
These unobserved effects are forced into the error term and lead to autocorrelated errors. For 
hazard rate models, the consequence is negative time dependence (Allison, 1984). That is, as 
organizations with these unobserved characteristics adopted, they would have dropped out of 
the group of potential adopters, and the hazard rate would have fallen. We controlled for time 
at risk for adoption. Our models report positive time dependence, which "can always be re- 
garded as evidence that the hazard rate increases with time" (Allison, 1984: 32). 
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include one record for every hospital for every year and then pooled the data 
over time. For the adoption analyses, we examined those hospitals at risk of 
adopting matrix management, or the hospitals not operating a matrix man- 
agement program in a given year. We then used logistic regression analysis 
to estimate the effects of the exogenous factors on adoption. In subsequent 
analyses, we split the sample into early and late periods (1961—71 and 
1972—78) to investigate period differences in adoption. 1971—72 was chosen 
as the dividing point to reflect a stabilization in cumulative adoption that 
occurred at that time at the national level (see Figure 1). 

Because adoption is likely to be a time-dependent process, we included 
the logarithm of the time a hospital was at risk of adopting matrix manage- 
ment as an additional control measure. Time at risk for adoption was defined 
in different ways for different hospitals. For hospitals open throughout the 
1961--78 period, we measured it as the number of years elapsed since 1961 
that the bospitals waited to adopt matrix management. For hospitals estab- 
lished after 1961 (N — 78), we measured it as the number of years elapsed 
since the hospitals' foundings that they waited to adopt the program. For 
hospitals that abandoned the program, we measured time at risk for adoption 
as the number of years elapsed since the program's termination. Rowan ` 
(1982: 276) and Tolbert and Zucker (1983) suggested that positive time ef- 
fects on adoption can be evidence for such institutional pressures as growing 
consensus in favor of an innovation. We preferred to treat time at risk more 
conservatively as a control measure. Organizational inertia arguments sug- 
gest that time has a negative effect on program abandonment. 


RESULTS 
Descriptive Statistics 


Univariate statistics on our independent variables are not presented 
because of our use of panel data. Instead, we present data on two types of 
bivariate relationships. Table 1 lists the correlations among the independent 
variables based on the pooled data. Examination of the table suggests little 
collinearity among variables, with the exception of emergency and outpa- 
tient diversity. Collinearity is not an issue, however, because exclusion of 
either variable from the regression models did not alter any of the estimates 
or their significance levels. We therefore retained both in the analyses. 

Figure 1 charts the numbers of hospitals using matrix management, 
adopting matrix management, and abandoning matrix management, by year, 
at the national level. The growth in the number of matrix management pro- 
grams closely approximates the mathematical model for an S-shaped logistic 
curve, with growth defined as the product of the proportion of hospitals at 
risk of adoption and the proportion of hospitals that have already adopted. 
Diffusion proceeded slowly in the years preceding 1964, increased quickly 
between 1964 and 1971, and then leveled off-after 1971. The growth period 
represents a greater number of hospitals adopting than dropping matrix 
management. The flattening of the curve after 1971 reflects both decreasing 
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TABLE 1 
Correlation Matrix for Independent Variables Based on Pooled 
1961-78 Data* 





Variables 1 2. 3 4 5 8 7 8 KH 
Task diversity 
1. Emergency diversity 
2. Outpatient diversity .58 
3. Teaching diversity 15 31 
Organizational variables 
4. Size 117 KE 41 
5. Slack? —47 -—48 —.05 .04 
Interorganizational networks 
6. Prestige 18 .28 .56 36 —.11 
7. Reports? —.01 00 —.09 —.15 -.05 .00 
8. Regional force 
of adoption* 12 .08 .01 08 —.10  .01 18 
9. Local force 
of adoption® .06 — .04 .05 .09 .01 .00 .05 .09 
Time trend 
10. Time at risk for 
adoption 7 41 01 .39  .09 —.07  .10  .33 .07 
“N = 14,183. 


> Value is multiplied by 100,000. 
* Variable was lagged one year. 


FIGURE 1 
Demographics for Adoption of Matrix Management 
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adoptions and increasing abandonments. The overall shape of the curve 
suggests that our panel interval encompasses the main period of matrix 
management diffusion. 

Similar curves showing the number of hospitals annually using, adopt- 
ing, and abandoning matrix management at the MSA level were plotted 
(figures are available from the authors). The number of MSAs with at least 
one adopter rose quickly during the middle and late 1960s and then leveled 
off in the early 1970s. Within MSAs, the mean number of matrix programs 
rose faster over time in areas in which at least one adoption had occurred 
than in all MSAs combined. This pattern suggests that adoptions clustered 
in areas in which an innovator was already present. 


Determinants of Matrix Adoption 


The columns under model 1 in Table 2 present the estimates for the 
effects of the independent variables on adoption, based on data pooled over 
the entire period. The results support many of our hypotheses. Consistent 
with Hypothesis 1, two of the three diversity variables—outpatient and 
teaching diversity — exert a significant, positive effect on adoption. Contrary 
to Hypotheses 2 and 3, the other organizational variables, size and slack, 
have no effect on the decision to adopt matrix management. The absence of 
any effect of slack may be the result of imprecision in estimating annual 
values for this measure from the panel data. Two interorganizational net- 
work measures (prestige and reports) also exert positive effects on adoption, 
supporting Hypotheses 4 and 6. They indicate that the greater the visibility 
and prestige of the medical school network a hospital is located in and the 
greater the amount of published information on matrix management that is 
available, the greater the likelihood of adoption. We address the effect of 
matrix adoption by a high-prestige hospital on adoption by a low-prestige 
hospital (Hypothesis 5) in the next section. Finally, in support of Hypothesis 
7, the regional and local cumulative forces of adoption positively influence 
adoption. The greater the proportion of regional and local hospitals adopting 
matrix management at a given measurement point, the greater the probabil- 
ity of other community hospitals adopting it later.!? 


Influence of Dominant Organizations 


To investigate whether dominant organizations in a local network in- 
fluenced peripheral organizations to imitate their adoption behavior (Hy- 
pothesis 5), we examined the pattern and sequence of adoptions in each area 


12 We performed two additional analyses to see whether adoption was a function of change 
in diversity and size or a hospital's geographic region. Including measures of change in diversity 
and size—the change in the proportion of outpatient visits to admissions and the proportionate 
change in one indicator of size, the number of beds—failed to improve the model's fit (results 
are not presented). Including dummy variables for region yielded similar results. The effects of 
geographic region are consistent with results published earlier (Burns, 1982) and thus are not 
included in Table 2. 
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TABLE 2 
Estimates of Hospitals' Adoption of Matrix Management, 1962—78 
Model 1 Model 2 

Variables b s.e. b 8.6. 
Task diversity 

Emergency diversity 03 .04 .04 .04 

Outpatient diversity .02* .01 .02* .01 

Teaching diversity .21** .07 .20** .07 
Organizational variables 

Size .07 .04 .07 .04 

Slack* .06 .04 .08 .04 
Interorganizational networks ] 

Prestige .20** .05 .30** .08 

Reports” A1** .02 4A1** .02 

Regional force of adoption” .05* .02 .05* .02 

Local force of adoption” 1.63* .82 1.42 .87 
Network influences 

Structural equivalence : .22 14 

Center-periphery effect 28 23 

Periphery-center effect — 28 23 
Time parameter 

Time at risk for adoption 11 41 .09 11 
Intercept —5.14** .25 —85.40** .82 
Improvement in vir 157.44** 3.58 
Pseudo Bd .06 .06 
N 14,183 14,183 


* Value is multiplied by 100,000. 
* Variable was lagged one year. 
© Model 1 is compared to an intercept-only model (10 df); model 2 is compared to model 1. 
3 The percentage reduction in the model logarithmic likelihood is compared to an inter- 
cept-only model. 
*p«.05 
** p< .01 


over time. In areas in which two or more adoptions occurred, we classified 
the second and all subsequent adoptions into one of three categories: adop- 
tion by a hospital (1) within the same network (affiliated with the same 
medical school) as a hospital that had adopted, (2) in a less prestigious 
network (affiliated with a medical school of lower prestige), and (3) in a more 
prestigious network (affiliated with a medical school of higher prestige). We 
labeled these three categories of network influence ''structural equivalence,” 
"center-periphery," and “periphery-center,” respectively. In areas with 
three or more adoptions, the sum of adoptions falling in the three categories 
typically exceeds the total number of adoptions. This pattern may occur as 
follows: If there are three hospitals of varying prestige (high, medium, and 
low) operating matrix management programs in a prior year, a new adopter 
of medium prestige would fall into all three categories by virtue of being of 
lower prestige than the first (center-periphery effect), equal prestige with the 
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second (structural equivalence effect), and higher prestige than the third 
(periphery-center effect). 

Hypothesis 5 suggests that adoptions subsequent to an initial adoption 
should be concentrated among hospitals of lower prestige than the first 
adopter, hospitals whose administrators are likely to perceive normative 
pressure to adopt (center-periphery effect). In fact, when we classified all 
subsequent adoptions into the three categories, we observed 248 (54.6%) 
instances of center-periphery influence, 146 (32.296) instances of structural 
equivalence influence, and only 60 (13.296) instances of periphery-center 
influence.!? The results suggest that the diffusion of matrix management at 
a local level proceeds primarily from higher- to lower-prestige hospitals, and 
secondarily between hospitals in the same network. 

To assess the network influence effects with the other gables con- 
trolled, we developéd dummy variables for the three network effects and 
included them in our regression analysis (model 2, Table 2). Their addition 
did not significantly improve the fit of the adoption model. None of the 
effects on adoption was significant, although the direction of the effects was 
in the expected direction. The structural equivalence and center-periphery 
effects were positive, and the periphery-center effect was negative. More- 
over, including these effects rendered the effect of the local force of adoption 
insignificant. This relationship suggests that the measure of local influence 
partly captures these network diffusion effects, which may be quite strong at 
a local level. 


Determinants of Early and Late Adoption 


Hypothesis 8 suggests that organizational characteristics influence 
adoption in the early phases of the diffusion process, and institutional fac- 
tors influence adoption in later periods. The estimates shown in Table 3 
partially support this hypothesis. In the early period, teaching diversity and 
size do exert positive effects on adoption, as does prestige. The proportion of 
other hospitals in a region using matrix management (regional force) exerts 
a positive impact on adoption during the later period. Finally, time at risk for 
adoption exerts a significant, positive effect only in the early period. 

The tests of significance for the coefficients reported in Table 3 do not 
indicate whether the effect of a given variable differs significantly between 
the early and late periods. To ascertain such period effects, we reestimated 
the first model shown in Table 2 by including a dummy variable denoting 
period and nine interaction terms, each representing period times an inde- 
pendent variable. In the new model, only two interaction terms are signif- 
icant at the p « .01 level: period by regional force and period by size. 


13 The 454 adoptions classified according to these three categories are based on 346 total 
adoptions of matrix management. Data on total adoptions by year and the network sequence of 
adoption in areas with multiple adopters are available from the authors. 
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TABLE 3 
Estimates of Hospitals' Adoption of Matrix Management for Early and 
Late Periods 
1971 or Earlier 1972—78 

Variables b 8.8. b 8.8. 
Task diversity 

Emergency diversity .06 06 . .01 .07 

Outpatient diversity .01 .01 .03 .02 

Teaching diversity 217 .09 19 .10 
Organizational variables 

Size .45** .09 .08 .06 

Slack“ .08 .08 .08 .05 
Interorganizational networks . 

Prestige 48** .06 .09 Op 

Reports” .04 .02 .05 .06 

Regional force of adoption” —.06 .04 .13** .04 

Local force of adoption” 141 1.38 1.39 1.27 
Time parameter 

Time at risk for adoption .68** .20 54 33 
Intercept —4.98** .32 —6.43** 91 
Improvement in x*° 167.56** 35.11** 
Pseudo R?d .10 .03 
N 7,439 6,744 


* Value is multiplied by 100,000. 
> Variable was lagged one year. 
? Values are for comparison to an intercept-only model. 
3 The percentage reduction in the model logarithmic likelihood is compared to a an inter- 
cept-only model. 
* p « D 
**p«.01 


Our results thus provide some support for Tolbert and Zucker's (1983) 
finding that organizational effects weaken over time while institutional ef- 
fects grow more pronounced. Contrary to their argument, however, the effect 
of time at risk for adoption also weakens over time and hence does not 
suggest growing institutional pressures to adopt. 


Impact of Local Acceptance 


To investigate the impact of an area's previous experience with matrix 
management on adoption (Hypothesis 9), we focused the analysis on differ- 
ences in the adoption process in the later period (1972—78) between MSAs 
that had gained much experience with matrix management prior to 1972 (the 
acceptance group) and all other MSAs (the nonacceptance group). Hypoth- 
esis 9 predicts that network forces positively influence adoption in areas 
with prior matrix experience, but organizational characteristics influence 

adoption in areas in which hospitals have little prior experience with matrix 
management. 

The estimates in Table 4 partly support the hypothesis. Outpatient de- 
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partment diversity and size influenced adoption in MSAs in which matrix 
management had not been accepted by 1971. Contrary to the hypothesis, 
however, the regional force of adoption also influenced adoption. In MSAs 
in which matrix management had been accepted by 1971, organizational and 
network variables did not influence adoption. To verify these results, we 
reestimated the regression model including the nine interaction terms. The 
interaction for outpatient diversity is not quite statistically significant (p « 
.15), and the interaction for size is significant (p « .05). There is thus partial 
support for our contention that the effect of these variables varies by local 
acceptance rate. 


Determinants of Matrix Abandonment 


Finally, we investigated whether organizational and network factors 
had symmetrical effects on adoption and abandonment (Hypothesis 10). 


TABLE 4 
Estimates of Hospitals' Adoption of Matrix Management in Late Period 
by Groups* 
Nonacceptance Acceptance 
Group Group 

Variables b 8.6. b Së, 
Task diversity 

Emergency diversity —.19 12 14 11 

Outpatient diversity .07** .02 -.01 .04 

Teaching diversity 10 14 27 18 
Organizational variables 

Size .30** 10 —.04 .09 

Slack? .04 41 .07 .07 
Interorganizational networks 

Prestige —.04 12 15 Ad 

Reports? ‘ .07 .08 .02 .09 

Regional force of adoption? .22** .05 .03 .07 

Local force of adoption* 1.54 1.43 2.70 5.58 
Time parameter 

Time at risk for adoption .82 48 "50 Ap 
Intercept —7.54** 1.37 —5.73** 1.28 
Improvement in y?d 34.09** 15.03 
Pseudo His .06 .03 
N 4,538 2,206 





* Late adoption period is 1972—78. The acceptance group includes MSAs with at least ten 
program-years of experience with matrix management by 1971 and in which at least one hos- 
pital was operating matrix management in 1971. i 

b Value is multiplied by 100,000. 

€ Variable was lagged one year. 

d Values are for comparison to an intercept-only model. 

* The percentage reduction in the model logarithmic likelihood is compared to an inter- 
cept-only model. 

** p «01 
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Table 5, model 1, presents the estimates for the effects of the independent 
variables on the likelihood of abandoning matrix management. One of the 
diversity measures, outpatient diversity, negatively influences discontinu- 
ance. Hospitals with low diversity in their inpatient-outpatient mix were 
more likely to abandon the program. There is also a slight indication that 
abandonment is more likely to occur among smaller hospitals (p < .18). The 
regional proportion of hospitals discontinuing matrix management by a 
prior measurement period positively influences the likelihood of abandon- 
ment. Thus, regional cues influence abandonment, and both regional and 
local cues influence adoption. This pattern may simply reflect the fact that 
adoptions exceeded terminations and, thus, cues regarding abandonment at 
the local level are insufficient to influence decisions to abandon matrix 
management. 


TABLE 5 
Estimates of Hospitals’ Abandonment of Matrix Management Program, 
1962—78 
Model 1 Model 2 
Task diversity 
Emergency diversity 11 .09 .09 .09 
Outpatient diversity —.09** .03 —.10** .03 
Teaching diversity .06 11 .08 KM 
Organizational variables 
Size —.10 .07 —.10 .07 
Slack* .03 .07 .03 .07 
Interorganizational networks 
Prestige —.10 .07 —.09 07 
Reporte" .04 .04 .03 .04 
Regional force of abandonment” .28** 11 .29** 11 
Local force of abandonment” —142 4.15 —1.35 4.15 
Change 
Proportionate change in 
number of beds 
from prior year —.05** .02 
Change in outpatient diversity 
from prior year .07 10 
Time parameter 
Time at risk for adoption 47 16 17 16 
Intercept —3.34** A0 —3.28** A0 
Improvement in vie 29.06** 8.15** 
Pseudo A*4 .03 .04 
N 2,695 2,540 





* Value is multiplied by 100,000. 

* Variable was lagged one year. 

© Model 1 is compared to an intercept-only model; model 2 is compared to model 1. 

d The percentage reduction in the model logarithmic likelihood is compared to an inter- 
cept-only model. 

** p « 01 
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The negative effects of outpatient diversity and size provide some weak 
evidence supporting Tolbert and Zucker's (1983) claims about organization- 
al determinants of abandonment. These effects suggest that some smaller, 
less diverse hospitals either experienced implementation failure or adopted 
the program for inappropriate reasons and then later dropped it. An alter- 
native explanation is that those hospitals decreased in diversity and size 
during the panel period and discovered the matrix program was no longer 
necessary. To compare these explanations, we reestimated the abandonment 
model, this time including measures of change in outpatient diversity and 
the proportionate change in size measured most simply as number of beds. 
The results (model 2, Table 5) provide support for both explanations: low 
diversity and decreasing size influence abandonment. 

Overall, however, the abandonment model provides a weaker fit to the 
data than the adoption model in Table 2. We reestimated the abandonment 
model to explore the impact of period, local acceptance, and network influ- 
ence on the probability of abandonment (analyses similar to those in Tables 
2—4), but we hypothesized no specific effects. Results from the original 
model were replicated for the later period and for areas not accepting matrix 
management. The network influences (compare column 2, Table 2) exerted 
no significant effect on abandonment. The majority of terminations fell into 
the structural equivalence category, with hospitals abandoning the matrix 
following the example of hospitals within the same network rather than that 
of hospitals in more prestigious networks. There is thus no evidence of local 
institutional effects on abandonment. 


DISCUSSION 


This study tested several hypotheses regarding influences on the adop- 
tion of matrix management. In partial support of information-processing 
theory, we found significant effects for two of the three measures of diversity 
(Hypothesis 1) but found no eviderice for the effects of organizational scale 
or slack resources (Hypotheses 2 and 3). Overall, these findings suggest that 
hospitals with high diversity are more likely than others to adopt matrix 
management. However, our results also suggest three modifications of infor- 
mation-processing theory and analytic discussions of matrix design. First, 
the adoption of matrix management is not solely influenced by organiza- 
tional diversity. Additional findings were that the prestige of a hospital 
influences not only its own decision to adopt (Hypothesis 4) but also the 
decisions of neighboring hospitals (Hypothesis 5). Other significant effects 
suggest that professional media (Hypothesis 6) and regional and local hos- 
pital networks (Hypothesis 7) are influential. Our results thus suggest that 
organizational networks influence the diffusion of administrative innova- 
tions in much the same way that they influence the spread of technological 
innovations (Kimberly & Evanisko, 1981; Stevens, 1989). 

Second, the effects of organizational characteristics on matrix adoption 
are contingent on the period in the diffusion process studied and a local 
area's contemporaneous acceptance of the innovation. In partial support of 
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Tolbert and Zucker (1983) was our finding that teaching diversity and organ- 
izational size effects diminish over time, but the effect of the regional force 
of adoption increases (Hypothesis 8). In partial support of homophily argu- 
ments, organizational diversity and size effects dominate in metropolitan 
statistical areas with low prior acceptance of the matrix innovation, but 
those effects disappear in MSAs accepting the innovation (Hypothesis 9). 
The contingent nature of the organizational effects provides one explanation 
for the lack of evidence supporting Hypotheses 2 and 3. Contrary to Hypoth- 
esis 9, however, there is no evidence for the expected contingent effects of 
the network influences. 

Third, the network embeddedness argument, which receives some sup- 
port here, provides an alternative interpretation for the effects of "external 
orientation” and the capacity to process external information noted in pre- 
vious research (Dollinger, 1984: Miles & Snow, 1978). Organizational infor- 
mation-processing theorists have argued that firms with extensive “‘bound- 
ary-spanning" capacity and environmental sensory systems are more open 
to change, more likely to detect another firm's actions, and more likely to 
respond (and respond quickly) to those actions (Dollinger, 1984; Pearce, 
1983; Smith et al., 1991). Smith and colleagues observed that external ori- 
entation had a positive effect on the likelihood and speed of response and 
attributed that effect to the quantity and richness of market information this 
orientation provides. Similarly, network researchers have argued that cos- 
mopolitan opinion leaders in a network are likely to have more extensive 
information sources and to learn of innovations more quickly than others 
(Becker, 1970; Coleman et al., 1966). They are more likely to adopt innova- 
tions (and adopt them quickly) not because of their technical or competitive 
advantages, but rather because they confer status and prestige, elicit norma- 
tive approval, and achieve other noneconomic ends (Granovetter, 1985). 

It is impossible to discern the precise motives for decisions to adopt 
matrix management. Are those motives technical and competitive or non- 
technical and normative? A more elaborate design that specified not only the 
actions of network members and the spread of information but also an or- 
ganization's interpretation of this information might disentangle the two sets 
of effects. Several bits of evidence suggest, however, that nontechnical mo- 
tives are largely responsible for adoptions. As Figure 1 illustrates, the diffu- 
sion of matrix programs occurred quickly within a few years’ time, exhibit- 
ing the classic contagion curve. Moreover, the regional force of adoption 
exerted a consistent effect across all of the regression models we estimated. 
The geographic locus of this effect suggests there was more normative cue- 
taking than strategic response to the actions of local competitors. Finally, the 
pattern of emulation reflects the prestige ordering of organizations, with 
low-prestige hospitals following the lead of high-prestige hospitals in their 
own networks. There is no indication that hospitals responded to network 
members that were structurally equivalent. 

Our results have important implications for two other organizational 
issues concerning adoption. First, the significant effects of diversity found 
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here contrast with Burns’s (1989) finding that organizational diversity is 
unrelated to the complexity of the matrix program adopted. Combined, these 
findings suggest that although hospitals adopted matrix management to meet 
problems of increased diversity and scale, as Lawrence and Lorsch (1967) 
and Galbraith (1972, 1973) argued, political considerations shaped the par- 
ticular matrix program adopted in each case (Burns, 1989: 364). In profes- 
sional-dominated organizations such as hospitals, various forces appear to 
influence program initiation and implementation decisions. Nurses and ad- 
ministrators may agree that technical exigencies call for a new structure to 
coordinate work but disagree over whose "sphere of action" (Thompson, 
1987) will be enhanced or diminished by it. 

Second, the estimates for two measures, outpatient diversity and re- 
gional force of adoption, indicate that the adoption and abandonment pro- 
cesses are somewhat symmetrical (Hypothesis 10). A diverse mix of inpa- 
tients and outpatients promotes adoption, and low diversity promotes aban- 
donment. Moreover, it is the level of inpatient-outpatient diversity, rather 
than the change in diversity over time, that shapes adoption and abandon- 
ment. Given that matrix programs typically administer both inpatient and 
outpatient areas (Burns, 1989), level of patient diversity appears to be a 
critical determinant of whether or not a hospital uses such a program at all. 
The proportion of hospitals in a region initiating or abandoning matrix man- 
agement by a given year also influenced the subsequent adoption (abandon- 
ment) process. Among large teaching hospitals, regional examples provided 
important cues for implementing and terminating new programs. 

The remaining network factors affected only the adoption process. One 
explanation for these findings is that, prior to adoption, organizations. have 
little experiential knowledge about matrix management. They therefore turn 
to their environments for information or normative support. In the abandon- 
ment process, an organization can evaluate the matrix on the basis of its own 
experience. We suggest that the differing effects of the local and regional 
forces of adoption reflect the number of cues available for hospitals consid- 
ering initiating or terminating a program. 

Overall, however, our adoption models exhibit weak explanatory 
power, as measured by pseudo R?. We offer two reasons for these results. 
First, this statistic reflects the percentage improvement in a model's fit over 
a constant-rate model. With only 346 discrete events (adoptions) occurring 
in 14,183 hospital-years (the number of hospitals times the number of years 
observed), a constant-rate model correctly predicts nonadoption for 97.5 
percent of the cases. The low proportion of all hospitals adopting matrix 
management (27.7 percent) and the use of event-history methods to study 
adoptions over a 17-year period thus limit the explanatory power of our 
models. Given the low rate of adoption in any given year, our models are 
remarkable for identifying significant determinants that are consistent with 
theoretical predictions. The chi-square statistics show that each estimated 
model was significant. Second, our models fail to specify other potential 
determinants of adoption. Future research should consider the effects of 
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competing environmental demands and technological uncertainty noted in 
prior discussions of matrix management (cf. Davis & Lawrence, 1977). 

The models for abandonment exhibit even less explanatory power. Al- 
though the adoption decision is a function of network influences, and, to 
some extent, organizational diversity, the abandonment decision seems to be 
based on information peculiar to an institution's direct experience with the 
matrix program. Qualitative information provided by the hospitals that ter- 
minated programs suggested that such issues as financing problems, turn- 
over and staffing problems, and conflict between physicians and nurses 
caused abandonment (Burns, 1982). Potential conflicts may also be respon- 
sible for structural changes in the matrix programs that survive (cf. Burns, 
1989). There is no indication that political processes delay matrix abandon- 
ment or prevent structural alterations, however. Future research on aban- 
donment and retention should focus instead on the matrix's contribution to 
organizational performance as well as its compatibility with the existing 
structure and culture of an organization. 

Our conclusions are admittedly based on the analysis of only one pro- 
gram. Consequently, we are unable to replicate our findings using other 
programs or to study the effects of synergy or the relative advantages of 
matrix management and other administrative programs. The research design 
we used sacrifices some generalizability for comprehensive coverage of the 
diffusion of one administrative change, much as other analyses have done 
(e.g., Tolbert & Zucker, 1983). Our analyses thus include almost all hospitals 
at risk of adopting matrix management and encompass the entire period of 
the program's diffusion. 

On the other hand, our research findings have two T" implica- 
tions for team-based approaches to managing quality, such.as continuous 
quality improvement (COU, currently being implemented in many U.S. in- 
dustries. First, the matrix adoption models suggest organizations may im- 
plement these approaches primarily for nontechnical reasons, including de- 
sires to gain prestige, to emulate larger rivals that have already adopted CQI, 
and to foster the appearance of quality. Like matrix management in hospi- 
tals, the adoption of CQI may reflect conformity to institutionalized norms 
regarding state-of-the-art management methods. Second, the matrix aban- 
donment discussion suggests that CQI efforts may encounter political oppo- 
sition from vested interests, particularly lower-level managers. The CQI ap- 
proach transfers to teams much of a plant manager’s and first-line supervi- 
sor’s discretion and places management in the unaccustomed position of 
working with employee teams and union representatives in collegial, con- 
sultative relationships. Managers are likely to resent the loss of power and 
seek a return to traditional hierarchical arrangements. 

Our findings are also based on results from one industry. The hospital 
industry was an appropriate population in which to test our hypotheses 
regarding the adoption of matrix management. Matrix arrangements are 
widely used in hospitals for decision making such as in patient care teams 
and hospital-wide committees; in addition, both technical and institutional 
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forces strongly influence organizations in the health care industry (Scott, 
1983: 102). Other industries with analogous conditions, such as extensive 
research and development activity and employment of professionals, may 
offer appropriate settings in which to replicate our findings. 
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APPENDIX 
Analysis of Survey Error 


Following Andersen, Kaspar, Frankel, and associates (1979), we investigated three possi- 
ble sources of survey error: response, nonresponse, and field bias. First, we examined whether 
any bias in reporting program adoption might be introduced by variation in type of informant. 
We mailed the questionnaire to each hospital's chief administrator, but often it was completed 
and returned by the nursing director. This was not surprising, given that nursing hierarchies 
administered most matrix programs (Burns, 1989). There was no evidence that one or the other 
type of informant was associated with greater likelihood of program adoption. The percentages 
of administrators and nursing directors reporting adoption and nonadoption were nearly iden- 
tical. d 

Second, we found no bias in the pattern of nonresponse associated with hospital size, 
community size, hospital ownership, and teaching affiliation. The only bias occurred in terms 
of geographic region, with nonresponse being slightly greater among hospitals in New England, 
the Southeast, and the South. Among hospitals with the program in 1978, the last point of 
observation, the regional response rate was not significantly associated with the regional rate of 
adoption (Spearman rank-order r = .31, N = 9). 

Third, we investigated two components of field bias: failure to report program adoption 
(underreporting) and incorrect reporting of program adoption (overreporting). Much of the 
survey data required administrators and nursing directors to recall the histories of their matrix 
programs. Since many of the programs began in the 1960s, often long before the administrators 
and nursing directors in office in 1979 assumed their jobs, some degree of reporting error might 
be expected. On the other hand, the high survival rate and stability of the matrix programs (cf. 
Burns, 1989) suggests that accurate data on program history might be readily available and thus 
that the degree of survey error might not be large. 

To investigate the extent of underreporting, we used an earlier survey of hospital unit 
management programs conducted by researchers at the University of Michigan (Jelinek et al., 
1971). The Michigan data could only be used to detect instances of underreporting because the 
sample was restricted to hospitals known to have the program. Those data were also collected 
in 1969, thus permitting us to verify only the accuracy of reported program adoption by 1969. 
This verification check was probably the most critical, however, since the incidence of under- 
reporting undoubtedly increases with the length of the recall period. 

The Michigan survey identified 155 hospitals as having adopted unit management by 1969. 
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Prior to verification, 138 hospitals in our study reported adopting the program on or before 
1969. Of the 155 hospitals in the Michigan survey, 128 are included in our study and are thus 
available as a basis of verification. When we compared the Michigan data with the initial 
responses from our own questionnaire, we discovered 16 hospitals with the program that had 
failed to report it. The field bias due to underreporting was therefore 16/128, or 12.5 percent. 
Additional analyses confirmed that underreporting is associated with early program implemen- 
tation but not with program age or failure. Thus, our data are more likely to underreport early 
adopters than later adopters or ‘‘disadopters.”’ However, if underreporting decreases over time, 
the incidence of underreporting adoption across the entire panel period is likely to be much less 
than 12.5 percent. 

To address the problem of overreporting, we administered a second survey to all hospitals 
that reported having a unit management program during the 1970s. This survey inquired about 
the actual structure and function of programs and their personnel (cf. Burns, 1989: 355). In a 
few instances (N = 4), hospitals that initially reported having the program were discovered to 
have only new clerical personnel, rather than matrix managers, assigned to patient units. We 
eliminated these hospitals from the second study and recoded them as nonadopters in the study 
presented here. The small magnitude of error suggests that overreporting was not a significant 
problem. 
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SPEECH PATTERNS AND THE CONCEPT OF UTILITY IN 
COGNITIVE MAPS: THE CASE OF 
INTEGRATIVE BARGAINING 


TONY SIMONS 
Northwestern University 


This study's premise is that negotiation dyads' conceptualization of 
utility is a key component of their "cognitive maps," or internal repre- 
sentations, that influences the dyads' assumptions and motivation. A 
linguistic indicator was developed for utility as an objective attribute, 
utility as a subjective preference, and utility as an interpersonal rela- 
tionship. An analysis of 79 transcripts from two negotiation studies 
revealed that dyads whose members conceptualized utility as a subjec- 
tive preference reached more integrative agreements than dyads dis- 
playing either of the other two conceptualizations. Also, as hypothe- 
sized, linguistic patterns from the first half of negotiation were better 
predictors of agreements than linguistic patterns from the second half 
of negotiation. 


Several researchers have studied negotiation as a decision-making task 
(e.g., Bazerman & Neale, 1983; Pinkley, 1990; Thompson & Hastie, 1990). 
However, in their review of the field, Bazerman and Carroll (1987) noted a 
lack of empirical evidence concerning negotiators’ knowledge structures. 
Pinkley (1990) began to address this lack by developing a typology of 
"frames" through which disputants interpret conflicts. In the current re- 
search, I considered the ways in which negotiators conceptualize utility, or 
value, and examined the impact of different conceptualizations on the dis- 
covery of integrative solutions. 

To pursue this framework, I developed a nonintrusive linguistic indi- 
cator of the utility component of cognitive maps, defining such maps as 
disputants' internal representations of a negotiation situation and their ob- 
jectives within that situation. Previous work on cognitive maps has primar- 
ily relied on self-reporting through structured interviews (e.g., Bougon, 
Weick, & Binkhorst, 1977) or questionnaires (e.g., Axelrod, 1976). As Walsh 


Stephen Shortell, Max Bazerman, Jeanne Brett, Michael Roloff, and Elizabeth Weldon pro- 
vided substantial coaching throughout the writing of this document. Michael Roloff and Dean 
Pruitt were extremely helpful in providing access to data. Rebecca Webb helped tremendously 
with linguistic issues and in assessment of coding reliability. Thomas Tripp assisted in the 
conceptualization and operational definition of the dependent variable. Finally, I am indebted 
to Sandra Robinson, Sally White, and three blind reviewers for their incisive and claritying 
suggestions. 
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(1990) noted, though, these self-report methodologies are limited in their 
ability to elucidate assumptions of which subjects are not aware. Also, most 
measures of cognitive maps yield results that are highly unique to the given 
actor, which makes comparison across actors, and hence prescriptive re- 
search, very difficult. Attempts to assess assumptions and conceptual frame- 
works in negotiations have also relied heavily on self-reports. Pinkley (1990) 
used subjects' own conflict descriptions as data for multidimensional scal- 
ing. Thompson and Hastie (1990) and Kimmel, Pruitt, Mageneau, Konar- 
Goldband, and Carnevale (1980) respectively assessed insight by asking sub- 
jects to describe their opponents' payoff matrices and priorities. Assessing 
assumptions through self-reports presupposes that assumptions are accessi- 
ble to awareness. Assumptions often remain invisible, however, until dis- 
confirmation makes them salient; people do not see their assumptions, just 
as a fish does not see water. The use of trace methodologies (Walsh, 1990), 
which track assumptions through the verbal or physical behaviors they gen- 
erate, does not require that assumptions are accessible to awareness, and this 
difference represents an improvement over self-reports. The method devel- 
oped for the current study avoided the problems of reflective self-reporting, 
was nonintrusive, and allowed for analysis of changes in cognition during 
the course of negotiation. This linguistic method may also serve as a tem- 
plate for analyzing indicators of cognitive maps and causal priorities in other 
decision-making situations. 


THEORY AND HYPOTHESES 
Integrative Negotiation as Problem Solving 


Pruitt (1981) defined integrative negotiation solutions as those that rec- 
oncile, or integrate, the two parties' interests, thereby expanding the total 
available pool of value. Most negotiation situations carry some potential for 
integrative agreements, or trade-offs in which both parties fare better than 
they would have under a simple compromise solution (Pruitt, 1983). Ac- 
cording to Pruitt (1981), integrative agreements are considered to be optimal 
negotiated outcomes because they expand the total pool of available value 
and create high levels of satisfaction for all the parties, and thus are often 
more stable than nonintegrative agreements. 

This study measured integrativeness with an approach that Pruitt (1981) 
called "equal or better," Harsanyi (1977) called “Pareto optimality,” and 
Tripp and Sondak (1992) called “Pareto efficiency." According to this ap- 
proach, solution A is more integrative than solution B if one party prefers A 
to B and the other party is indifferent or also prefers A to B. I chose this 
measurement of integrativeness over the more commonly used combined or 
joint profit because combined profit confounds the distribution of outcomes 
with the level of integrativeness achieved (Tripp & Sondak, 1992). In this 
article, “Pareto efficiency" will be used as a precise technical term for “‘in- 
tegrativeness," but the latter term must be used to refer to other studies that 
have employed different operational definitions, like joint profit. 
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Many people assume''that integrative solutions are not possible and so 
do not look for them (Bazerman & Neale, 1983). This assumption, which 
Thompson and Hastie (1990) called the "fixed-sum assumption," occurs 
when a negotiator assumes that all negotiators ascribe the same amount of 
utility to each disputed issue and, by extension, that one party's gain equals 
another's loss. In reality, negotiators often differ in their preference struc- 
tures, and this difference creates the opportunity for mutually beneficial 
trade-offs and side payments. Thompson and Hastie (1990) provided strong 
evidence that most negotiators, especially inexperienced negotiators, ap- 
proach bargaining situations with a fixed-sum assumption. 

Cognitive maps. I assumed that cognitive maps (Axelrod, 1976) influ- 
ence the presence or absence of the fixed-sum assumption that many indi- 
viduals bring to negotiation. According to Weick and Bougon, “a cognitive 
map consists of the concepts and relations a participant uses to understand 
organizational situations” (1986: 106). A closely related term is “knowledge 
structure,” as used by Walsh (1990) and by Bazerman and Carroll (1987). 
Walsh described a knowledge structure as ‘‘a kind of mental template that 
individuals may impose on an information environment to give it form” 
(1990: 2). Pinkley (1990) describes such a phenomenon as a “conflict frame," 
which is an evoked cognitive interpretation structure that guides disputants’ 
strategy selection and motivation. As noted above, this article uses ‘“cogni- 
tive map" to describe disputants' internal representations of a negotiation 
situation and their objectives within that situation. 

This research applied a dyad-level notion of cognitive maps. The rea- 
sons for this level of analysis are (1) the negotiation task is a multiparty 
decision process and (2) the Pareto efficiency of outcomes is a variable that 
is only meaningful at the dyadic level, because it is an attribute of the 
two-party agreement and not of individual outcomes. 

Weick and Bougon (1986) and Axelrod (1976) discussed the notion of 
collective cognitive maps, or aggregate maps that apply to groups. Bougon 
and colleagues (1977) formed an ''average" of the maps elicited from 19 
members of a jazz orchestra. Walsh and Fahey (1986) submitted that power 
distributions influence the development of collective cognitive maps or “‘ne- 
gotiated belief structures.” Since the negotiation situations used in this re- 
search gave both negotiators equal power, I used an average to model the 
actual aggregation procedure. 

Utility in cognitive maps. Economists define utility as the amount of 
usefulness or want satisfaction derived from the consumption of a particular 
good (Browning & Browning, 1986). By definition, the determination of util- 
ity is specific to each actor, though I argue herein that many actors fail to 
consider this fact. Axelrod (1976: 59) asserted that the location of the utility 
construct in an individual's cognitive map—the closeness and direction of 
associations between relevant objects and the utility variable— determines 
decisions. By this Axelrod meant that a rational decision maker attempts to 
move toward maximal utility. The position of utility in the cognitive map, 
relative to other constructs, therefore directs rational behavior. I applied this 
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proposition to negotiations, positing that negotiators' conceptualizations of 
utility influence both the types of solutions they consider and the motivation 
they bring to the task. 

Given a continuum of conceptualizations of utility, where things are 
seen as most important at one end and people are seen as most important at 
the other, three conceptualizations of utility can be described, one located at 
each end of the continuum, and one located somewhere in between. Despite 
some qualitative differences, these three conceptualizations blend into each 
other and so represent three convenient description points on a true contin- 
uum. In the reported research, this bipolar model formed the basis for a 
continuous linguistic indicator of these conceptualizations of utility. 

At one end of the continuum is a conceptualization of utility as residing 
in things themselves, as being an objective attribute of those things. Under 
this conceptualization, the worth of an issue or item is as much an attribute 
of the item as the item's weight or color. Someone holding this conceptual- 
ization might say, "This book is [objectively] worth 25 dollars." When a 
dyad understands utility as an attribute, a fixed-sum framework makes sense 
because the issues or items themselves, and hence the utility in them, can 
only be divided between the two negotiators. A conceptualization of utility 
as an objective attribute is expected to inhibit a dyad's discovery of integra- 
tive potential by reinforcing fixed-sum assumptions and thereby excluding 
integrative trade-off solutions from consideration. 

Somewhere in the middle of the continuum is a conceptualization of 
utility as a subjective preference of a particular person for an issue or an 
item. This conceptualization falls between the other two because this notion 
of utility is anchored to the link between person and thing rather than to 
either things or people in isolation; it implies that value is not contained in 
things or in people but rather in the relationship between a person and a 
thing. In this light, worth resides in the eye of the beholder, or in each 
person's attitude toward (or preference for) a particular item. Someone hold- 
ing this conceptualization might say, “I [personally] want 25 dollars for this 
book." When a dyad understands utility as subjective preference, a fixed- 
` gum assumption is not implied because this understanding admits the pos- 
sibility of the two negotiators' valuing items differently. Fixed-sum assump- 
tions, as Thompson and Hastie (1990) noted, are a prevalent and substantial 
barrier to the discovery of integrative agreements. A conceptualization of 
utility as a subjective preference is expected to facilitate a dyad's discovery 
of integrative potential by not reinforcing fixed-sum assumptions while re- 
taining negotiator motivation to get a good deal. 

At the other end of the continuum is a conceptualization of utility that 
essentially ignores the utility associated with the issues or items under ne- 
gotiation. In this conceptualization, worth resides only in people, and the 
things negotiated over are irrelevant to utility. Someone with this concep- 
tualization might not mention “the book" very often at all, as it is not con- 
sidered very important. This individual would see the interpersonal rela- 
tionship between the negotiators as being of central concern, and, at the 
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extreme, see negotiating a good deal or price as irrelevant to utility. This 
conceptualization might apply to friends or to others who do not really buy 
in to the stated profit-maximization goals of the negotiation task and so are 
not motivated to push for a good deal. Because such negotiators' primary 
objective is to maintain their interpersonal relationship, they are likely to 
avoid the problem-solving struggle and acknowledgment of conflicting 
goals that are necessary to attain an integrative solution—they may instead 
opt for a simple compromise, or splitting the difference. Fry, Firestone, and 
Williams (1983) and Pruitt (1983) documented this potential outcome of 
high interpersonal attraction. A conceptualization of utility as interpersonal 
relationship is expected to inhibit a dyad's discovery of integrative potential 
by lowering motivations to negotiate a good deal or, more accurately, by 
providing a superordinate goal of maintaining smooth relations. 

Thus, a conceptualization of utility as an objective attribute motivates 
negotiators to work hard for a good deal but at the same time reinforces 
fixed-sum assumptions and thereby inhibits the discovery of integrative so- 
lutions. A conceptualization of utility as an interpersonal relationship does 
not motivate negotiators to work hard to secure high profits because the 
negotiators conceive of utility in terms that are outside of profit maximiza- 
tion. A conceptualization of utility as a subjective preference provides ne- 
gotiators with sufficient motivation to maximize profits and does not rein- 
force fixed-sum assumptions. A conceptualization of utility as a subjective 
preference should therefore promote more integrative solutions than the 
other two conceptualizations.' 


How Language Reflects Utility in Cognitive Maps 


Tomlin's (1985) linguistic theory suggests an indicator of these different 
conceptualizations of utility. Tomlin proposed that speakers' understanding 
of the immediate goal-relevance of different items will determine the order- 
ing of noun phrases in sentences; noun phrases are defined as words or 
groups of words used as nouns. Items that speakers perceive as highly rel- 
evant to their immediate goals in speaking are expected to precede items that 
are less relevant. Thus, for example, a speaker describing a surgical tech- 
nique, with the goal of teaching that technique, will refer to critical proce- 
dures or implements before referring to the surgeons, their assistants, unin- 
volved organs, and so forth. Tomlin reported applications of this approach to 


1 Scholars of cognitive maps of conflicts will be tempted to compare this continuum with 
the ''task-relationship" polarity of cognitive maps Pinkley (1990) laid out. The two continua 
resemble each other superficially, but they differ profoundly in their construction. A negotiator 
with a conceptualization of utility as an interpersonal relationship would indeed be relation- 
ship-focused in Pinkley's framework, but both the other conceptualizations of utility laid out 
here would likely emerge at the task-focused end of Pinkley’s framework, because they would 
both drive negotiators to be negotiating primarily for game points, or profits, rather than social 
rewards. 
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surgical reports and other technical reports and then applied the framework 
to verbal play-by-play descriptions of hockey games. He found, as predicted, 
that references to players with the puck preceded references to the puck 
alone, which in turn tended to precede refereríces to players without the 
puck. Negotiators' perceptions of goal-relevance should be closely linked to 
their conceptualizations of utility, as the negotiators' goal is presumably the 
maximization of utility. 

Ward and Prince (1991) provided an argument that supports Tomlin's 
contention, stating that the first noun phrase of a sentence tends to represent 
information that a speaker assumes is attended to (“given”) in the conscious- 
ness of the addressee. Thus, the ordering of noun phrases within sentences 
should reflect a speaker's inferences about the listener's focus of attention. If 
negotiator behavior is largely rational and goal-directed, it makes sense for 
negotiators to focus their attention on that which they perceive as most 
goal-relevant. Thus, it is reasonable for negotiators to assume that their ne- 
gotiation partners are, at least to a significant degree, "keeping their eyes on 
the prize." In most action contexts, “focus of attention” and “perceived goal 
relevance" should be highly correlated. 7 

A few caveats apply to the application of linguistic research to organ- 
izational behavior questions. First, those approaches have primarily been 
applied to questions asked by linguists, such as, “When is a sentence ren- 
dered in the passive aspect rather than in the active?" rather than to ques- 
tions about how to infer the structure of underlying cognitive maps from 
speech patterns. Second, standards of proof in linguistics differ from those 
in organizational behavior, and statistical significance tests are sparse in 
linguistics research. 

Despite these caveats, both the cited linguistic arguments strongly sug- 
gest that the nouns that a speaker typically places at the beginning of sen- 
tences indicate items that the speaker perceives as centrally important. This 
reasoning forms the basis for a linguistic indicator of conceptualizations of 
utility. Negotiators’ conceptualizations of utility as an attribute, utility as a 
preference, and utility as an interpersonal relationship should influence 
perceptions of the relative relevance to goals of things and people in a ne- 
gotiation, and those conceptualizations should therefore influence the posi- 
tion in spoken sentences of references to things and to people. Dyads with a 
conceptualization of utility as an objective attribute will start more sen- 
tences with references to things than to people and will therefore generate a 
low proportion of person-focused sentences. Dyads with a conceptualization 
of utility as a subjective preference will start comparable amounts of sen- 
tences with references to things and to people and will therefore generate a 
moderate proportion of person-focused sentences. Dyads with a conceptu- 
alization of utility as an interpersonal relationship will start most sentences 
with references to people and will therefore generate a high proportion of 
person-focused sentences. Thus, the three conceptualizations of utility will be 
reflected in low, moderate, and high proportions of person-focused sentences. 
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Phases in Negotiation 


Some researchers have proposed that negotiations can be broken down 
into phases in which different tasks are required and in which different 
types of verbal behavior predominate (e.g., Hinkle, Stiles, & Taylor, 1988; 
Morley & Stephenson, 1977). Research on multiparty decision making (e.g., 
Poole, 1981) has indicated that group discussion often begins with a period 
of orientation toward the problem, or problem definition. Thompson and 
Hastie (1990) argued that the perception of variable-sum.possibilities within 
the first few minutes of negotiation is critical to the attainment of integrative 
solutions, and they found that people who detected this possibility early in 
negotiation earned higher payoffs than did those who perceived the possi- 
bility later; this finding was, however, only marginally significant (p « .08). 
Furthermore, qualitative examination of the negotiation transcripts used for 
the first part of this research showed that early negotiations entailed a lot of 
expository and role-oriented verbal behavior, and late negotiations often 
entailed little more than rapid-fire offer-response-counteroffer exchanges. 
For these reasons, I tentatively hypothesized that early negotiation verbal- 
izations would better predict negotiated outcomes than would later verbal- 
izations, as early discussion involves defining issues and later discussion is 
less reflective. A quantitative pilot test supported this hypothesis. 


Hypothesis 1: Dyads that conceive of utility as a subjec- 
tive preference rather than as an objective attribute or as 
an interpersonal relationship will be the most likely to 
discover integrative agreements. Thus, moderate propor- 
tions of person-focused sentences will be associated with 
greater Pareto efficiency than will high or low propor- 
tions. : 


Hypothesis 2: A dyad's language patterns in the first half 
of negotiation will better predict the Pareto efficiency of 
negotiated agreements than will language patterns in the 
second half of negotiation. 


STUDY 1 
Methods 


Data. I analyzed unpublished data, in the form of transcribed video- 
tapes, collected by Roloff (1990). Subjects were 24 dyads of undergraduate 
students (48 students) enrolled in introductory communication studies 
courses. These students had not yet studied integrative negotiations, though 
some niay have encountered the basic concepts in their previous courses. 
Subjects participated in the study in return for extra course credit. No mon- 
etary rewards were offered for high performance; however, as motivation is 
part of the present explanatory framework, outcome variation introduced by 
varying degrees of subject motivation was considered relevant data. 
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Experimental task. Subjects were asked to act out a negotiation between 
a student and a shopkeeper over the return price of three used course books. 
The task used in this study was a negotiation role play with integrative 
potential very similar to those used by Pruitt (1981). In these tasks, the two 
participants seek to maximize their point scores by arriving at a mutually 
acceptable solution on three issues, which can be negotiated independently. 
Each of the three issues has nine possible outcomes, and the negotiators are 
given a payoff matrix that illustrates how many profit points they would get 
from each outcome on a given issue. Thus, there are 9 x 9 x 9 — 729 
possible three-issue solutions. The situations provide opportunities for in- 
tegrative solutions: if the two negotiators discover that the three issues are 
valued differently according to their payoff matrices, they find that by trad- 
ing off appropriate issues, they can increase their own profits without nec- 
essarily decreasing the profits of their opponent. In this case, the combined 
solution of “price A” on book one and "price I” on book three provides more 
points for each negotiator than would a compromise price on both books. 
The “pie” of total available profits in these exercises is not fixed; it varies 
with the degree of appropriate trade-off between the negotiators. 

Dependent variable. Pareto efficiency was calculated following Tripp 
and Sondak (1992) as a proportion based on the number of possible solutions 
that are equal or worse for both dyad members relative to the number that are 
equal or better for both members. The formula used is 


number of equal or worse solutions 
number of equal or worse solutions -- number of equal or better solutions ' 


Because solutions with profit distributions identical to the examined solu- 
tion fit the criteria of both equal or better and equal or worse, they were 
excluded from the calculation. A dyad that discovered the fully integrative 
solution and traded off the issues completely in order to maximize the com- 
bined profit received an efficiency score of 100 percent. A dyad that split the 
difference on all three issues received a score of 50 percent. I calculated the 
Pareto efficiency of each negotiated outcome using a spreadsheet template 
developed for this purpose. 

Independent variable. The units of information that were analyzed in 
this study were sentences as distinguished by a transcriptionist translating 
dialogues from verbal to written form. The sentence as a unit of measure- 
ment differs from the more frequently used "psychological unit," which 
consists of a single subject and a single predicate (e.g., Morley & Stephenson, 
1977), in that it allows more complex grammatical structures to be coded as 
single units if the speaker's intonation and timing suggest that the material 
constitutes a single sentence. The planned application of linguistic argu- 
ments that apply specifically to sentences necessitated use of this unit of 
measurement. Guetzkow's U (Folger, Hewes, & Poole, 1984) is a measure of 
how reliably two coders break a given body of data into the same number of 
units. I broke the segments from random samples from six of the videotaped 
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negotiations into a total of 111 sentences, and the transcriptionist broke the 
segments into 106 sentences. The resulting Guetzkow's U of .023 shows high 
unitizing reliability. 

I coded sentences, as delimited by the transcriptionist, as to whether the 
initial noun phrase was person-focused, thing-focused, or uncodable. The 
person-focused category included sentences with initial noun phrases in the 
first or second person, singular or plural (I, me, you, we, us), and references 
by name to the other negotiator. The thing-focused category included sen- 
tences with initial noun phrases referring to things, to acts or offers, to levels 
of negotiation issues, or to people other than those immediately involved in 
the negotiation. The uncodable category primarily included sentences with- 
out noun phrases, such as “Yes.” or “Ummm... .” Inferable or implied noun 
phrases were not examined in the interest of reliability. The following are 
some coded samples. Person-focused: “Tl go down to H.” “And if I gave you 
G, I'd be losing money.” “So you'd be willing to go with E for book three?" 
“Um, can we go back to book one?” “So, you won.” Thing-focused: “Um, 
how about price A?” “The binding isn’t ripped up or anything.” “Price E?" 
“But on the third book, I need C....” “Is this money coming out of your 
paycheck?” “People aren't going to sell you their books because they'll get 
better prices down the street." Uncodable: “Okay.” "Uh, hmm." 

"Hmmmmm. ..." “Well, no.” “Right.” “So?” 

Interrater reliability. Prior to the final coding of the data, a linguistics 
doctoral student and I independently coded six transcripts. Of 1,097 codable 
sentences, there were initially 25 discrepant codes. After refinement and 
application of the decision rules laid out above, this number dropped to 11 
discrepancies, or 99 percent reliability. Coefficient kappa (Brennan & Predi- 
ger, 1981) is a measure of interrater reliability that takes into account the 
chance overlap of unit categorizations. The kappa for this categorical coding 
was .98, which indicates high interrater reliability. 

Methods of aggregation and analysis. I defined the first and second 
halves of negotiations by counting to the median speaking turn of each 
negotiation and analyzed data from the two halves separately. Poole (1981) 
used a similer method of dividing a conversation into equal segments. The 
number of person-focused sentences and thing-focused sentences in each 
half of a negotiation were formed into a proportion at the speaker level, 
according to the formula 





number of person-focused sentences 
total number of codable sentences ' 


and the proportions for the two negotiators were averaged to form a score for 
the dyad, which represents the utility component of the dyad-level cognitive 
map. This score, as the explanatory variable, will be referred to as the pro- 
portion of person-focused sentences. 

The hypothesized relationship between moderate proportions of per- 
son-focused sentences and Pareto efficiency scores (Hypothesis 1) was tested 
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using standard second-order linear regression analysis to assess whether 
there was an inverted-U relationship among the variables. Hypothesis 2, 
which predicts that language in the first half of a negotiation will predict 
outcomes better than language in the second half, was assessed by compar- 
ing the variance accounted for by the linguistic patterns of the first and 
second halves of negotiations, using Fisher's z' transformation (Cohen & 
Cohen, 1983). To. rule out the possible rival explanation that short negotia- 
tions might mathematically yield more extremely person-focused sentence 
proportions, I tested the number of speaking turns in negotiation as a co- 
variate (in this case, length might covary with the distance of the proportion 
from .5) and controlled for that variable in the regression equations. 


Results 


Data from this study supported both hypotheses. Proportions of person- 
focused sentences predicted the Pareto efficiency of outcomes, and this re- 
lationship was stronger for first-half language patterns than for second-half 
patterns. The distribution of data, however, did not permit assessment of the 
influence of extremely person-focused language patterns: visual inspection 
of the data showed that only one dyad displayed highly person-focused 
language. The relationship between examined speech patterns and the 
Pareto efficiency of outcomes was, however, strongly demonstrated in the 
low-to-moderate ranges of the predictor variable. Table 1 gives descriptive 
statistics and correlations for all variables for study 1. Table 2 gives results 
of the regression analysis for that study. 

The results given in Table 2 show support for Hypothesis 1: the qua- 
dratic component of the regression model based on the first half of negoti- 
ation is significant. However, exclusion of the single highly person-focused 
dyad resulted in this quadratic component dropping to marginal signifi- 
cance (p « .10). Thus, a simple linear model fit most of the data, though the 
one highly person-focused dyad reached low Pareto efficiency, as predicted 
by the inverted-U model. Regression on data from the second half of nego- 
tiation yielded coefficients in the same direction as the first-half regression, 
but none of these betas were significant. The test of Hypothesis 2, compar- 
ison of the variance accounted for by linguistic predictors from the first and 
second half of negotiations, yielded a z-score of 2.45 (p « .005, one-tailed 
test). 

To assess whether any data points exerted extreme influence on the beta 
coefficients, I examined Cook's D statistic (Stevens, 1984) for each dyad. 
Stevens suggested as a general guideline that a Cook's D of more than 1.0 
indicates that the point examined is influential on the coefficients. In this 
data, the highest Cook's D was .49. This fact does not negate the influence of 
the single highly person-focused dyad on the variance accounted for by the 
quadratic component of the model. 

Results of study 1 strongly supported the hypothesized relationship 
between conceptualizations of utility in cognitive maps and the Pareto effi- 
ciency of negotiated solutions. Both hypotheses were supported, but the 
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TABLE 2 
Results of Regression Analysis, Study 1* 

First Half of Second Half of 

Negotiation Negotiation 
Variables B AR? p Am 
Length —0.23 .010 —0.05 .010 
Proportion of person-focused sentences 4.94** .235* 0.04 O11 
Squared proportion? —449** .248** —0.18 .001 
Multiple R? .493 .022 


Overall F 6.488** .149 


* N — 24. All significant predictors were also significant with joint profit as the dependent 
variable. 
> This statistic is the quadratic component of the model, or the squared value of the pro- 
portion of person-focused sentences. 
* p « .05, one-tailed test. 
** p < DI, one-tailed test. 


small amount of data left ambiguity as to whether the relationship between 
the linguistic variables and the Pareto efficiency of outcomes was linear or 
curvilinear. A simple linear relationship could have emerged from attributes 
of the linguistic indicator or of the subject population. It is possible that the 
linguistic indicator distinguishes conceptualizations of utility as an objec- 
tive attribute from utility as a subjective preference but does not capture 
utility as an interpersonal relationship. A second possible explanation, sug- 
gested by the outcome achieved by the single highly person-focused dyad, is 
that there was insufficient representation of dyads using highly person- 
focused speech. This problem could be addressed by assessing a large num- 
ber of subjects, by selecting subjects likely to focus on the relationship more 
than on the negotiation of the assigned issues, or by manipulating the ne- 
gotiators' focus on the relationship. Study 2 addressed the ambiguous con- 
clusions of study 1 by increasing the number of subjects. 


STUDY 2 
Methods 


Data. Fifty-five transcribed audiotapes of dyadic integrative bargaining 
role plays from Kimmel and colleagues (1980) were analyzed using proce- 
dures identical to those used in study 1. Subjects were undergraduate stu- 
dents enrolled in an introductory psychology course who participated in the 
study in partial fulfillment of a course requirement. As in study 1, no mon- 
etary rewards were offered for high performance. 

Experimental task. The negotiation task employed a three-issue design 
similar to that used in study 1, and the nominal topic involved the wholesale 
pricing of television sets, vacuum cleaners, and typewriters. The subjects' 
payoff matrices for this task were directly proportional to those used in study 
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1, and integrative solutions emerged from trade-offs on the three issues, just 
as in study 1. Thus, the structure of the problem-solving negotiation task was 
identical to that of the task used in the first study, but the setting differed. 
Although this difference in nominal content could have a main effect on the 
Pareto efficiency of negotiated outcomes, there was no reason to suspect that 
it would influence the relationship between conceptualizations of utility, 
linguistic patterns, and integrative outcomes. 

Variables, coding, and analysis. The dependent and independent vari- 
ables and hypothesis tests were identical to those used in study 1. Assess- 
ment of unitizing reliability from a sample of four transcripts resulted in a 
Guetzkow’s U of (141 — 140y(141 + 140) = .004, which indicates reliable 
unitizing. A colleague and I independently coded six transcripts. Of 729 
sentences coded, there were 35 discrepant codes, or 95 percent reliability. 
The kappa for the categorical coding was .93. 


Results 


In replication of study 1, data from this study supported both hypoth- 
eses. The distribution of data and larger number of data points in this study 
better represented high values of the predictor variable, clarifying the am- 
biguity presented by study 1. Table 3 gives descriptive statistics and corre- 
lations for this study and Table 4 gives results of the regression analysis. The 
quadratic component of the regression model based on the first half of ne- 
gotiation is significant. Regressed data from the second half of negotiation 
yielded betas in the same direction as data from the first half, but no betas 
were significant. Comparison of the variance accounted for by linguistic 
predictors from the first and second halves of negotiations using Fisher's z' 
transformation yielded a score of 1.33 (p « .05, one-tailed test). 

To assess whether any data points exerted extreme influence on the 
coefficients, I examined Cook's D for each dyad. The highest D was .38, 
which is well below the D « 1.0 guideline. 


DISCUSSION 


This research developed and tested a linguistic indicator of dyads' con- 
ceptualizations of utility as a critical component of cognitive maps during 
integrative bargaining and showed that this indicator was related to the 
Pareto efficiency, or integrativeness, of negotiated solutions in two different 
data sets. Within this result are several possible contributions to negotiations 
research and practice and cognitive maps research as well. However, as with 
many new methods and ideas, these initial studies have limits that need to 
be addressed before the theory and method can be fully embraced. 

These studies used data from undergraduate students in a laboratory 
context. It is possible that managers differ substantially from students as to 
the relationship between the language they use and their cognitions. Cer- 
tainly, norms regarding self-expression and the habitual phrasing of, for 
example, offers and questions, would influence managers' language. How- 
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TABLE 4 
Results of Regression Analysis, Study 2* 

First Half of Second Half of 

Negotiation Negotiation 
Variables p m p m 
Length 0.27* .137** 0.30* .137** 
Proportion of person-focused sentences 1.83*** .012 0.33 .021 
Squared proportion? —2.00*** .186** —0.51 .026 
Multiple R? .335 .184 
Overall F 8.550*** 3.842* 


* N = 55. All significant predictors were also significant with joint profit as the dependent . 
variable. 
> This statistic is the quadratic component of the model, or the squared value of the pro- 
portion of person-focused sentences. 
* p < .05, one-tailed test. 
** p « .01, one-talled test. 
*** p « .001, one-tailed test. 


ever, it is unlikely that those factors would alter the basic relationship be- 
tween language and thought. Although this link is admittedly complex, and 
may well involve feedback loops (for instance, “TU know what I think when 
I say it"), the fundamental processes that drive it are probably consistent 
across populations. Analysis of real-world negotiation transcripts using fre- 
quency of impasse as a crude indicator of integrativeness (Tripp & Sondak, 
1992) could provide a powerful assessment of this question. 

A second, and potentially more dangerous, limitation of this research is 
the lack of “triangulation” between the newly developed linguistic indicator 
and the more widely used indicators of assumptions, cognitive maps, tactics, 
and motivations. The linguistic indicator developed for this research is sup- 
ported by theory, by its predictive power, and by a lack of credible rival 
hypotheses explaining why it should predict integrativeness as it does. A 
further consideration is that existing measures do not assess quite the same 
construct: here, the cognitive map, of which utility is a component, was 
conceived as antecedent to motives, tactics, and assumptions. However, I 
would expect correlation between, for example, linguistic patterns and the 
degree of fixed-sum assumption as it has previously been measured. Unfor- 
tunately, such data were unavailable for the current research. 

The model for conceptualizations of utility developed here may be use- 
ful for future integrative negotiations research, as it combines Pinkley's 
(1990) task-relationship dimension of conflict frames with the fixed-sum 
assumption (Thompson & Hastie, 1990) and accounts for both using a par- 
simonious framework. Unlike most applications of cognitive maps theory, 
which have been exploratory, ideographic, or both, this research contains 
the prescriptive suggestion that negotiators are most likely to increase the 
total available pool of utility if they take care to think about utility as sub- 
jective preference. Further, it provides clear evidence in support of Thomp- 
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son and Hastie's contention that early discussion in negotiation may be 
critical in defining issues in a way that promotes or inhibits the discovery of 
integrative solutions. Integrative solutions are a possible outcome for many 
managerial conflicts and dilemmas. Given that integrative solutions in nat- 
ural settings are likely to be more complex, and hence more obscure, than 
they are in experimental tasks, it becomes even more important to avoid 
presuppositions that preclude viable integrative solutions from consider- 
ation. In practice, all decision makers need to examine how they are con- 
ceiving of utility to see whether they are acknowledging the subjective com- 
ponents of utility that point toward integrative solutions. 

This research adds to the cognitive maps literature by examining Axel- 
rod's (1976) assertion that the construct of utility plays a key role in guiding 
decisions. The organizing function of the utility construct in cognitive maps 
has not yet received attention commensurate with its importance. 

Finally, this research makes a methodological contribution in the lin- 
guistic indicator developed. Walsh (1990) noted a lack of nonintrusive trace 
methods for assessing knowledge structures (cognitive maps), a lack this 
study begins to address. Although the specified language patterns cannot be 
used to derive the whole cognitive map, I propose that they illustrate the 
utility construct that may be the single most critical feature of the map. The 
linguistic indicator provides insight into the structure of negotiators' cogni- 
tive maps and may therefore be termed an indicator of those maps. Linguistic 
indicators of cognitive maps are needed for several reasons: first, their non- 
intrusive quality makes them easier to apply outside of a laboratory; second, 
they do not presuppose that assumptions are accessible to awareness; third, 
they are less susceptible to conscious manipulation than are self-reports; and 
fourth, they are not static and so can be used to track changes in cognitive 
maps over time. The theories used to develop this method may be applied to 
other situations and may, for example, generate linguistic indicators for 
Strategic decision makers' perceptions of the causal priority of different el- 
ements in their environments. Such an assumption-surfacing tool could be 
useful for researchers and practitioners. 

The assessment of cognitive maps through linguistic analysis facilitates 
study of several important issues in multiparty decision making. How, for 
example, do individual cognitive maps really aggregate to the multiparty 
level? This study used a simple average to predict decision outcomes, but 
perhaps sheer quantity of speech is the weighting mechanism, or power, or 
perhaps outcome is determined by the quality of the individual maps 
present. Methods like those used in the current study could be used to assess 
the predictive power of each aggregation method. How does the diversity of 
individual cognitive maps influence the process of decision making? The 
linguistic approach offers unique access to cognitive maps as they emerge 
from and influence social interaction. As measurement tools become more 
refined, they can provide additional insight into social decision processes in 
both laboratory and natural settings. 
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In this study, we hypothesized that a nurse's exposure to acquired im- 
munodeficiency syndrome (AIDS) patients as part of the work role is 
positively associated with distress as indexed by negative mood at 
work. Given this expected relation, we sought to identify factors that 
might reduce the negative effects of caring for AIDS patients on nurses. 
We predicted that both organizational and social support would mod- 
erate the relationship between extent of exposure and negative mood, 
with the relationship being strongest when support is low and weakest 
when support is high. The results of tests among a sample of 256 nurses 
supported all the hypotheses. We discuss implications of this study and 
directions for future research. 


This study sought to increase understanding of the impact of caring for 
AIDS patients on nurses' psychological well-being and to identify factors 
that may reduce the potentially deleterious effects of such contact. Nurses 
may be accustomed to treating patients with serious illnesses and diseases, 
but caring for AIDS patients may be particularly stressful. Nurses who care 
for AIDS patients may risk accidental infection through contact with their 
body fluids. Furthermore, nurses may perceive the risk of accidental infec- 
tion as being considerably higher than it in fact is. As Melton (1988) sug- 
gested, AIDS is not a logical disease, and even well-informed professionals 
may persist in having erroneous beliefs about it. 


We wish to thank Gareth Jones and two anonymous reviewers for their very helpful com- 
ments on earlier versions of this article. We also wish to thank John Delery for his assistance 
with parts of this research. 
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Given that when nurses care for AIDS patients, there is some real risk of 
accidental infection and, if anything, it is likely that they will overestimate 
rather than underestimate the extent of this risk, contact with AIDS patients 
may be a significant source of distress. Whereas distress has been character- 
ized in a number of ways, it essentially entails heightened levels of negative 
affect (e.g., Watson & Pennebaker, 1989). Negative mood at work, the indi- 
cator used here, was defined as a pervasive and generalized negative affec- 
tive state experienced on the job (George, 1989). Thus, 


Hypothesis 1: The extent of a nurse's exposure to AIDS 
patients as part of the nursing role is positively associated 
with negative mood at work. 


Alternatively, nurses may view caring for AIDS patients as a positive 
experience yielding, for example, high levels of personal satisfaction and 
positive feelings. We did not expect such feelings to be widespread for 
several reasons that also support our hypothesis that extent of exposure to 
AIDS patients will be positively related to negative mood at work. First, 
reactions to the AIDS epidemic and individuals infected with the human 
immunodeficiency virus (HIV), which causes AIDS, have been extremely 
negative (Altman, 1986; Herek & Glunt, 1988). Herek and Glunt (1988) sug- 
gested that these reactions are part of an AIDS-related stigma that stems from 
the nature of the illness and its association with groups already stigmatized 
before the spread of AIDS. In terms of the former, AIDS has many of the 
attributes of a stigma (Jones, Farina, Hastorf, Markus, Miller, & Scott, 1984). 

Second, as O'Donnell, O'Donnell, Pleck, Snarey, and Rose (1987) 
pointed out, the various physical and psychological symptoms of AIDS, the 
protective procedures that nurses must follow when caring for AIDS pa- 
tients, and negative reactions to AIDS in the public at large may cause ex- 
posure to AIDS patients to be particularly stressful. Moreover, the risk of 
accidental infection may cause health care providers to be fearful, anxious, 
or angry regarding such contact (e.g., Altman, 1986). Although some of these 
negative reactions are similar to those engendered by contact with cancer 
patients (Wortman & Dunkel-Schetter, 1979), the fact that cancer generally is 
not infectious whereas AIDS is may cause such fears and their effects to be 
much stronger in the case of the latter. 

Finally, results from several sources suggest that health care providers 
are indeed experiencing distress over their contact with AIDS patients. For 
example, O'Donnell and colleagues (1987) reported that a sample of hospital 
workers viewed AIDS-related care as one of the more stressful parts of their 
jobs. Even physicians, who might be expected to be among the most in- 
formed and objective regarding contact with AIDS patients, appear to 
find such contact highly stressful (e.g., McKusick, 1988). Hence, for all of 
these reasons, we expected that the extent of nurse's exposure to AIDS pa- 
tients as part of the nursing role would be positively associated with negative 
mood at work and would not tend to generate positive feelings. These 
expectations are also consistent with a substantial literature suggesting that 
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two dominant dimensions, independent over time, characterize mood: pos- 
itive mood and negative mood; moreover, perceived stress is predominantly 
associated with negative, not positive, mood (e.g., Watson, 1988; Watson & 
Tellegen, 1985). 

To the extent that caring for AIDS patients does result in heightened 
negative mood in nurses, it is important to identify what may lessen AIDS- 
related distress. We considered two specific potential moderators of the 
relationship between extent of exposure and negative mood: perceived or- 
ganizational support and social support. 

Cohen and Wills (1985) discussed four functions of support that help to 
protect individuals from the deleterious effects of stressors. These functions 
of support and their posited effects, as described by those authors, are as 
follows. First, support can positively contribute to feelings of self-esteem 
and acceptance by letting individuals know that they are valued and worthy 
and accepted regardless of their problems or deficiencies. For example, feel- 
ings of helplessness and low self-esteem often accompany distress; support 
may counteract such destructive thoughts and enhance individuals' percep- 
tions of their ability to cope with the stressor. Second, support may serve an 
informational function and help individuals to interpret, comprehend, and 
cope with a potential stressor in functional ways. Third, support may simply 
fulfill needs for social companionship and affiliation that may contribute to 
feelings of ‘‘belongingness” and help to distract a person from concern over 
the stressor itself. Finally, support may serve an instrumental function by 
providing individuals with the material resources and services needed to 
help combat the source of stress. In this article, we will show how organi- 
zational and social support may serve those diverse functions and hence 
help to ameliorate the effects of exposure to AIDS patients on negative mood. 
These beneficial effects of support operate through their influence on both 
appraisal of the stressor and resources and options for coping with it (Cohen 
& Wills, 1985). 

Perceived organizational support refers to people's global beliefs con- 
cerning the extent to which an organization's management values their con- 
tributions, cares about their well-being, considers their goals and values, 
will listen to complaints, will help them when they have a problem, and can 
be trusted to treat them fairly (Eisenberger, Huntington, Hutchison, & Sowa, 
1986). Research has linked perceived organizational support to positive or- 
ganizational outcomes (Eisenberger et al., 1986; Eisenberger, Fasolo, & 
Davis-LaMastro, 1990), but its role in the experience of work-related distress 
has not been explored. In this study, we expected organizational support to 
moderate the relationship between extent of exposure and negative mood. 

Organizational support may be particularly relevant to maintaining and 
boosting levels of self-esteem and providing information and material re- 
sources, three of the four functions of support. Eisenberger and colleagues 
(1986) suggested that perceived organizational support meets individual's 
needs for esteem. This function of organizational support may be particu- 
larly relevant to nurses' exposure to AIDS patients. As we noted, health care 
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workers' reactions to such exposure may include fear, resentment, and a 
desire to avoid the contact (e.g., Altman, 1986; O'Donnell et al., 1987). These 
reactions may, in turn, lower nurses' levels of self-esteem and their percep- 
tions of their ability to cope with this stressor. They may view their own 
negative reactions as unprofessional, not in keeping with their commitment 
to care for patients in general, and negatively reflecting on themselves. They 
may feel guilty about their own ‘doubts and misgivings and potential nega- 
tive reactions to AIDS patients and see these feelings as a sign of personal 
deficiencies. These threats to self-esteem may produce low perceptions of 
their ability to cope with exposure to AIDS patients and thus heighten dis- 
tress. Perceiving that their employing organization really values and cares 
about them may lessen any potential esteem-threatening self-recriminations, 
enhance overall levels of esteem, and thus heighten perceptions of their 
ability to cope with exposure to AIDS patients. 

When perceptions of organizational support are high, nurses are also 
likely to believe that their organization is providing them with all the rele- 
vant information regarding AIDS, their personal risk of accidental infection, 
and what they can do to protect themselves, and to trust the accuracy of this 
information. These perceptions may lower levels of distress since they are 
likely to lessen the tendency to exaggerate perceptions of the risk of acci- 
dental infection, which results in heightened negative appraisals of expo- 
sure. Having complete and accurate information is also likely to enhance 
perceptions of the extent of resources and options for coping since nurses 
will know what they need to do to minimize risk and will have more accu- 
rate perceptions regarding the extent to which the situation is under control. 

Finally, perceiving high levels of organizational support may result in 
nurses' thinking that their organization will provide them with the resources 
that they might need to cope with this stressor, resulting in distress from 
exposure being somewhat diminished. Such resources may include time off 
from work, the possibility of reassignment to another unit if stress levels 
become too great, and counseling services. Knowing that these and other 
resources are available may enhance perceptions of resources and options 
for coping and lead to less experienced distress. 

Thus, the information functions of organizational support are likely to 
result in nurses' appraising exposure to AIDS patients less negatively, and 
the esteem, information, and material resources functions are likely to con- 
tribute to nurses' feeling better able to cope with this potential stressor. All 
in all, organizational support's effects on both the appraisal of the stressor 
and resources and options for coping should diminish negative reactions to 
exposure to AIDS patients. Hence, 


Hypothesis 2: Organizational support moderates the rela- 
tionship between extent of exposure to AIDS patients and 
negative mood at work; the relationship is strongest when 
organizational support is low and weakest when organi- 
zational support is high. 
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Social support is typically defined as the existence and availability of 
others whom people can rely on and who let them know that they value and 
care about them (Sarason, Levine, Basham, & Sarason, 1983). If social sup- 
port is high, people feel there are others they can turn to in times of need 
who will provide satisfactory support. Although social support facilitates 
psychological adjustment and well-being in general (House, Landis, & Um- 
berson, 1988), it also may be important in mitigating the deleterious effects 
of particular stressors. More specifically, it has been suggested that social 
support protects people from some of the negative influences of stressful 
events and circumstances (Cohen & Wills, 1985). Cohen and Wills reviewed 
the literature relevant to this idea and found support for the buffering effects 
of social support, especially in research in which the social support measure 
assessed interpersonal resources that are responsive to an individual's needs 
or are relevant to the stressor experienced. 

It is likely that social support fulfills at least two important functions for 
nurses exposed to AIDS patients: esteem functions and social companion- 
ship functions. When nurses have others to talk to and depend on who they 
know really care about them and accept them totally, the threats to self- 
esteem mentioned previously may be lessened. By being able to talk about 
their fears and apprehensions to others who value them and do not thirik any 
less of them for these misgivings, nurses' self-esteem may be maintained in 
the light of the threat of AIDS exposure, and they may feel better able to cope 
with the stressor. 

The companionship functions of social support may also be important 
in mitigating the effects of extent of exposure on negative mood for at least 
two reasons. First, having others whom they can spend time with in social 
and leisure activities may help distract nurses from their concerns over 
contact with AIDS patients and may also help them to recover from the 
potential strain of exposure to those patients and the extra vigilance it may 
impose upon their work behaviors and routines. Second, as mentioned 
above, AIDS carries a stigma and has provoked intensely negative reactions 
in the public at large (Herek & Glunt, 1988). Nurses who care for AIDS 
patients may actually feel stigmatized themselves as a result of their profes- 
sional contact with AIDS patients and experience strained relationships 
with family and friends over this contact. This may occur because others 
may perceive a nurse in contact with AIDS patients as being at risk of in- 
fection and may even fear contracting AIDS from the nurse. Such potential 
stigmatization may result in nurses' appraising contact with AIDS patients 
as highly threatening and in their feeling unable to cope with this stressor. 
The companionship functions of social support may result in nurses' not 
experiencing stigmatization themselves from their contact with AIDS pa- 
tients. Hence, they may react less negatively to such contact and feel better 
able to cope with it. All in all, the companionship functions of social support 
are likely to result in nurses' appraising exposure to AIDS patients less 
negatively than they would otherwise, and both the companionship and 
esteom functions are likely to result in nurses' feeling better able to cope 
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with this stressor; overall, AIDS-related distress should thus be diminished. 
Hence, 


Hypothesis 3: Social support moderates the relationship 
between extent of exposure to AIDS patients and negative 
mood at work; the relationship is strongest when social 
support is unsatisfactory and weakest when social sup- 
port is satisfactory. 


METHODS 


Questionnaires and postage-paid return envelopes were mailed to a ran- 
dom sample of 1,600 nurses who were members of the New York State 
Nurses Association. Since AIDS patients are not uniformly distributed 
across New York State but rather are concentrated in big cities such as New 
York City, Albany, Syracuse, Rochester, and Buffalo, we employed a two- 
stage sampling procedure. The 1,600 nurses surveyed included a random 
sample of 800 nurses who resided in those five cities and a random sample 
of 800 nurses from the entire association membership throughout the state. 
We used this procedure to increase the chances of the sample containing 
nurses with a wide range of extent of exposure to AIDS patients. Participa- 
tion was voluntary and responses were anonymous. We received 256 com- 
pleted surveys, a 16 percent response rate. The demographic profile of the 
respondents was the same as the demographic profile of the association 
membership at large in terms of the types of work settings they were em- 
ployed in, education, and age, providing some evidence for lack of nonre- 
sponse bias in the data.” 


Measures 


Negative mood and positive mood. Negative mood and positive mood 
were measured with the negative. and positive affect subscales of the Job 
Affect Scale (JAS; Brief, Burke, George, Robinson, & Webster, 1988). Follow- 
ing recommendations of Burke, Brief, George, Roberson, and Webster (1989) 
based on confirmatory factor analyses of JAS data obtained from three dif- 
ferent samples, we summed responses to the six high negative mood items of 
the JAS to arrive at a negative mood score and summed responses to the six 
high positive mood items to obtain a positive mood score. We asked the 
nurses to rate how they felt at work during the past week in terms of the 
following negative and positive mood descriptors: distressed, scornful, hos- 
tile, fearful, nervous, and jittery, and active, strong, excited, enthusiastic, 
peppy, and elated, respectively. Responses were on a five-point scale. Brief 


1 Data are available from the first author upon request. 
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and colleagues (1988) and Burke and colleagues (1989) provide information 
on the psychometric properties of the JAS. 

Extent of exposure. Through discussions with individuals involved in 
the nursing profession, we developed a three-item scale measuring the per- 
ceived extent of a nurse's exposure to AIDS patients. The items composing 
the scale were: “During the last six months approximately what percentage 
of your time at work did you spend caring for AIDS patients?" (x — 15.28, 
s.d. = 25.06); “During the last six months approximately what percentage of 
the patients you cared for had AIDS?" (x = 12.13, s.d. = 22.02); and “To 
what extent does your work as a nurse expose you to the body fluids of AIDS 
patients?" (x — 3.24, s.d. — 1.31). For the first two questions, respondents 
were asked to write down the relevant percentages. For the last question, 
they responded on a five-point scale ranging from 1, to no extent, to 5, to a 
great extent. We standardized responses to each of the three questions by 
converting them to z-scores prior to summing them to arrive at an overall 
score. Qualitative information gathered from individuals involved with the 
nursing profession suggested that this measure adequately captured a 
nurse's perceived extent of exposure to AIDS patients. 

Organizational support. Perceived organizational support was mea- 
sured with a slightly modified form of the short version of the Survey of 
Perceived Organizational Support (SPOS; Eisenberger et al., 1986). Follow- 
ing Eisenberger and colleagues (Eisenberger et al., 1986; Eisenberger, Fasolo, 
& Davis-LaMastro, 1990), who provide information on the psychometric 
properties of the SPOS, we averaged responses to the scale's 16 items to 
obtain an overall score. 

Social support. Social support was measured with the satisfaction with 
social support scale from the short form of the Social Support Questionnaire 
(SSQ; Sarason et al., 1983; Sarason, Sarason, Shearin, & Pierce, 1987). The 
scale contains six items, each of which asks a question requiring a two-part 
answer. Specifically, the items ask respondents to (1) list the people whom 
they can turn to and rely on in a given set of circumstances and (2) indicate 
how satisfied they are with the support available to them (Sarason et al., 
1983). Satisfaction with social support is measured by averaging the ratings 
on satisfaction with available support, which are the responses to the second 
parts of the questions. Sarason and colleagues (1983, 1987) provide evidence 
for the reliability and validity of the SSQ. 

Negative affectivity. We included a measure of negative affectivity in 
the study as a control variable. Negative affectivity is a personality trait 
predisposing an individual to experience negative affective states, be dissat- 
isfied, have negative views of self and others, and interpret ambiguous stim- 
uli negatively (e.g, Watson & Pennebaker, 1989). We measured negative 
affectivity with the 14-item Negative Emotionality (NEM) scale of the Mul- 
tidimensional Personality Questionnaire (MPQ; Tellegen, 1982). Research- 
ers have obtained evidence of the NEM's reliability and validity as a measure 
of negative affectivity (e.g., Watson & Pennebaker, 1989). 
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RESULTS 


As the zero-order correlations presented in Table 1 indicate, Hypothesis 
1 received support in that the correlation between extent of exposure and 
negative mood was .29 (p « .001). The partial correlation between extent of 
exposure and negative mood with negative affectivity controlled was .26 (p 
« .001), indicating that the relationship exists independent of an individu- 
al's level of negative affectivity. The relationship also appears to be inde- 
pendent of a nurse's education level, years of work experience as a nurse, 
and number of months spent caring for one or more AIDS patients. The 
partial correlation between extent of exposure and negative mood, with ed- 
ucation, work experience, and months caring for AIDS patients controlled, 
was .27 (p « .001). Consistent with our expectations, extent of exposure was 
not significantly associated with positive mood at work. 

Moderated regression analysis was used to test Hypotheses 2 and 3. 
Hypothesis 2 predicts that organizational support moderates the relation- 
ship between extent of exposure and negative mood such that the relation- 
ship will be strongest when organizational support is low. As indicated in 
Table 2 (section I), findings support this hypothesis in that the interaction of 
extent of exposure and organizational support accounted for significant vari- 
ance in negative mood beyond that accounted for by the two main effects 
(AR? — .02, p « .05). 

Figure 1 depicts this interaction effect. We regressed negative mood on 
extent of exposure for low and high organizational support subsamples. The 
low and high groups contained all respondents with organizational support 
scores respectively at least one-half standard deviation below and above the 
mean. In support of Hypothesis 2, the relationship between extent of expo- 
sure and negative mood was strongest when organizational support was low 
and weakest when organizational support was high. 

Hypothesis 3 predicts that social support moderates the relationship 
between extent of exposure and negative mood such that the relationship 
will be strongest when social support is low. As indicated in Table 2 (section 
II), findings support Hypothesis 3 in that the interaction of extent of expo- 
sure and social support accounted for significant variance in negative mood 
beyond that accounted for by the two main affects (AR? — .03, p « .01). 
Figure 2 shows this interaction effect; we regressed negative mood on extent 
of exposure for high and low social support subsamples, creating them in the 
same manner as the two organizational support subsamples. Supporting 
Hypothesis 3, the relationship between extent of exposure and negative 
mood was strongest when social support was low and weakest when social 
support was high. 

An alternative means of testing Hypotheses 2 and 3 was to enter all three 
main effects at the first step in a hierarchical regression equation and to enter 
both two-way cross-product terms in the second step. Section III in Table 2 
shows results of this analysis. In support of Hypotheses 2 and 3, the inter- 


185 


George, Heed, Ballard, Colin, and Fielding 


1993 


I00 > d yan 
I0 > dy, 
>d, 
‘Teuogerp ou) uo ere eotttoggtier Aouejsrjsuoo [eureju] "ejep Borger o enp st UORBIBA 'Z12-982 = N» 





28 xasi — well — xx9T aa SO — PPP 06'€ DE Ayna poera BAT UBON 9 
I6 sË Z0'— ma xxxSE — ER ZE'S yoddns [eroog ‘g 

v6 4ST'— "TA ,E£T'— SEL GC ywoddns Teuonezmgëi ^y 

og" DU — ant SG'Z I0'0 amsodxe jo juejxq € 

te xaLl'— GER) £9°8T pooul eAnisoq 'Z 

gL 9E'E £7'6 poou eAQg8eN 'T 

9 D p £ z T "ps Spot SOPLA 





vSUORBJALIO pue ‘SUONLJA prepuejg 'sueajy 
t TISVL 


166 


Results of Hierarchical Regression Analysis? 


Academy of Management Journal 


TABLE 2 


February 





Independent Variables 


Negative affectivity (control variable) 

Education (control variable) 

Work experience (control variable) 

Months caring for AIDS patients (control 
variable) 

Extent of exposure 

Organizational support 

Extent of exposure by organizational support 


Negative affectivity (control variable) 

Education (control variable) 

Work experience (contro! variable) 

Months caring for AIDS patients (control 
variable) 

Extent of exposure 

Social support 

Extent of exposure by social support 


Negative affectivity (control variable) 

Education (control variable) 

Work experience (control variable) 

Months caring for AIDS patients (control 
variable) 

Extent of exposure 


, Organizational support 


Social support 

Extent of exposure by organizational 
support 

Extent of exposure by social support 


* N = 207—179; variation is due to missing data. 
* p « .05 
**p«.01 

*** p < 001 


Dependent 
Variable— 


R 


.20*** 
1*** 


aree 
.395*** 


.36*** 


el 


Negative Mood 


AR? 


agree 
.02* 


.32*** 
.03** 


.36* ak 


.05** 


action of extent of exposure and organizational support and the interaction 
of extent of exposure and social support entered simultaneously account for 
significant variance in negative mood beyond that accounted for by the three 
main effects (AR? = .05, p < .01). 


DISCUSSION 


The results of this study suggest that caring for AIDS patients may have 
an adverse effect on the psychological well-being of health care workers. 
More specifically, the extent to which nurses were exposed to AIDS patients 
as part of the nursing role was significantly and positively associated with 
negative mood states at work. Although extent of exposure was significantly 
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FIGURE 1 
Extent of Exposure and Negative Mood for Low and High Organizational 
Support Subsamples* 
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alow organizational support subsample ý = .59 (extent of exposure) + 9.35; 
high organizational support subsample y = .19 (extent of exposure) + 8.70. 


and positively related to negative mood, it was virtually unrelated to posi- 
tive mood, as we expected. 

Since caring for AIDS patients was found to be associated with negative 
mood, and the prevalence of these patients is on the rise, it is important to 
identify alleviators of AIDS-related distress. Both alleviators considered in 
this study, organizational support and social support, tap the extent to 
which individuals feel they are valued and cared about and have others to 
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FIGURE 2 
Extent of Exposure and Negative Mood for Low and High Social Support 
Subsamples* 
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*low social support subsample ý = 1.01 (extent of exposure) + 10.68; 
high social support subsample $ = .22 (extent of exposure) + 8.48. 


turn to who will help them in times of need. We found that both types of 
support moderated the relationship between extent of exposure and negative 
mood, with the relationship being weaker when support was high. To the 
extent that these findings are replicated in future research, they suggest that 
one way to alleviate some of the deleterious effects of caring for AIDS pa- 
tients may be to ensure that nurses have adequate support. Importantly, 
future research should focus on clarifying the mechanisms through which 
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both types of support operate and the functions they serve (House et al., 
1988). Moreover, efforts also should focus on other types of support that may 
be influential in this regard, such as the support provided by a cohesive work 
group. 

Although managers of health care organizations may consider social 
support an issue unrelated to work, and one over which they have little 
control, organizational support is certainly under their influence. Additional 
research is needed to increase understanding of the stress-buffering effects of 
organizational support, the most effective means of providing and demon- 
strating organizational support, and its likely antecedents. In terms of the 
latter, Eisenberger and colleagues (1986, 1990) suggested that material and 
symbolic rewards may favorably effect perceptions of organizational support 
to the extent that they signify positive evaluations. 

Exposure to AIDS patients is a somewhat unique stressor in that AIDS 
carries a stigma and has been accompanied by intensely negative reactions 
in the public at large. Given the dramatic increase expected in the number of 
individuals infected with HIV, it is important that the managers of health 
care organizations monitor the effects of caring for AIDS patients on their 
employees' psychological well-being as well as on their ability to be effective 
in their work roles while retaining sensitivity and compassion for the pa- 
tients they care for. As we have mentioned, it is crucial that health care 
organizations do whatever they can to lessen the AIDS-related distress of 
health care workers. 

This study is not without limitations. For example, because the data are 
cross-sectional, we cannot unambiguously determine the direction of cau- 
sality. It may be that nurses in negative moods overestimate the extent of 
their exposure to AIDS patients. The fact that positive mood was unrelated 
to extent of exposure partially mitigates this potential limitation. If mood 
states were determining estimates of the extent of exposure, we would ex- 
pect nurses in positive moods to underestimate their exposure, which did 
not occur. This concern also has little bearing on the hypothesized and 
detected moderating effects of organizational support and social support. 

Another limitation is that data were self-reported. Several factors par- 
tially mitigate this potential problem. First, we measured extent of exposure 
with objectively worded questions that did not frame exposure positively or 
negatively. Second, most theories of stress posit that an individual's percep- 
tion of a potential stressor is key to understanding the extent to which 
distress is experienced. Third, two of the three hypotheses concerned inter- 
action effects, not main effects. Fourth, if support for the one hypothesis 
concerning a main effect (Hypothesis 1) was the result of the effects of 
common method variance, we would expect extent of exposure to be both 
negatively related to positive mood and positively related to negative mood. 
Again, positive mood and extent of exposure were found to be unrelated. In 
addition, we controlled for the possibility that an individual's personality or 
disposition could be a common source of variance among the variables by 
including negative affectivity in the analyses as a control variable. Finally, 
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although both types of support were found to moderate the relationship 
between extent of exposure and negative mood significantly, the amount of 
variance the interaction effects accounted for was relatively small; their size 
suggests the need to investigate other potential moderators of this relation- 
ship. These and other limitations notwithstanding, we hope that this study 
will stimulate further research on the effects of caring for AIDS patients on 
health care workers' psychological well-being. 
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This study examined influences on whether chief executive successors 
are chosen from inside or outside an organization. We examined the 
choice of a successor as a function of organizational performance as 
moderated by the composition of an organization's board of directors 
and its ownership structure. Results indicate that performance influ- 
ences successor choice, but board composition, firm ownership, and 
ownership concentration moderate that relationship. These relation- 
ships were examined using data from 67 semiconductor producers over 
a 22-year period. 


Few events that occur in organizations are as substantively important or 
as open to potential contention as chief executive succession. The replace- 
ment of a chief executive can critically enhance or diminish the power of 
organizational members and have important consequences for an organiza- 
tion's future strategy and structure (Pfeffer, 1981). How a succession event 
occurs and who is appointed as the successor reflect the future direction of 
an organization and can indicate how organizational resouxces will be allo- 
cated in the future (Allen & Panian, 1982; Friedman & Olk, 1989). In partic- 
ular, researchers have singled out whether a successor comes from inside or 
outside a firm as critical in succession (Reinganum, 1985). 

This study examined the influence of the composition of a firm's board 
of directors and the structure of its ownership in the choice of a chief exec- 
utive successor. Following past research, we predicted that the type of suc- 
cessor chosen will depend on the organization's past performance. However, 
the particular focus of this research was on bow board and ownership in- 
fluences moderate the relationship between performance and successor 
choice. 
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THEORETICAL DEVELOPMENT 
Inside and Outside Succession 


There has been a recent renewal of interest in characteristics of chief 
executive successors, much of it directed at the influence that the type of 
successor might have on a firm's future actions (Puffer & Weintrop, 1991). Of 
the variety of successor characteristics that could potentially be examined, 
researchers have singled out previous organizational affiliation as especially 
critical (Friedman & Olk, 1989; Reinganum, 1985). In this research, we de- 
fined "insiders" as past or current managers or employees of a firm and 
defined all others as “outsiders.” Although a great deal of research has 
examined the effects of inside or outside succession on organizational out- 
comes (particularly performance), less work has examined what influences 
the actual choice of an inside or outside successor. The one variable that has 
been examined fairly extensively as a potential determinant of insider- 
outsider chief executive succession has been organizational performance. 
The standard prediction in previous research employing that variable has 
been that organizations performing poorly are more likely to name outsiders 
than insiders (Helmich, 1977; Salancik & Pfeffer, 1980). Poor performance 
typically makes organizations more open to change in the status quo 
(Boeker, 1989), and under such conditions, owners and other stakeholders 
are more likely to urge that changes be made. As Dalton and Kesner noted, 
"Poorly performing companies may well choose outside successors to insti- 
tute change; organizations with acceptable or better performance may be 
inclined instead to choose insiders who presumably will adopt maintenance 
strategies" (1985: 751). As a baseline, this research began with the same 
intuitive prediction: 

Hypothesis 1: Organizations that are performing poorly 
will be more likely than organizations that are performing 
well to choose outside chief executive successors. 


Despite the appeal of the poor-performance- outside successor link, 
past research findings have generally been mixed (Dalton & Kesner, 1985; 
Schwartz & Menon, 1985). Successors are often recruited from inside an 
organization despite its objectively poor performance, suggesting that other 
variables may moderate the relationship between poor performance and out- 
side succession. Dalton and Kesner concluded that their results, which in- 
dicated that outside successions were relatively rare in both organizations 
with poor and those with very good performance, might be in part explained 
by political processes surrounding chief executive replacement. 

This research attempted to specify more fully the relationship between 
firm performance and the choice of an inside.or outside successor by exam- 
ining structural features of organizations that may moderate the relationship 
between performance and succession. We focused on the roles of governance 
(board) and ownership structure both for their direct effects on choices of 
successors and their possible moderation of the relationship between per- 
formance and successor choice. 
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Past research examining successor origin has generally concluded that 
insider succession represents a maintenance of past practice and may be less 
disruptive to an organization than outsider succession (Dalton & Kesner, 
1983, 1985; Mace, 1971; Salancik & Pfeffer, 1980). For example, Puffer and 
Weintrop argued that “Internal successors are more likely to be appointed to 
maintain continuity since the internal successor probably understands the 
idiosyncrasies of the firm better than an outsider and may be more accepting 
of the status quo" (1991: 3). 

Conversely, outside successions have most often been associated with 
organizational change, particularly change in the top management of an 
organization (Carlson, 1962; Dalton & Kesner, 1985; Tushman, Virany, & 
Romanelli, 1989). Gouldner (1954) claimed that a new leader hired from 
outside the organization replaced more subordinates than an insider would 
have, which in turn disrupted the existing internal power structure. Helmich 
and Brown (1972) demonstrated that there was greater turnover among mem- 
bers of executive staffs (those reporting to chief executives) when outsiders 
rather than insiders were named. Friedman and Saul (1989) found that the 
appointment of outside successors led to greater top management turnover, 
because the newly hired outsiders were more likely to dismiss incumbent 
managers and they had fewer ties to tradition and precedent. In some cases, 
outside successors even bring a group of managers with them from their 
former organizations to help implement changes (Puffer & Weintrop, 1991). 

Since outside succession entails greater change than inside succession, 
especially change in the executive ranks, it is more likely to upset prevailing 
norms and expectations within an organization and be potentially threaten- 
ing for incumbents in top management positions (Brady & Helmich, 1984). 
As Pfeffer (1981) noted, those within a firm resist the naming of an outside 
successor both because it entails greater uncertainty than the selection of an 
insider and because it poses a greater threat to job security. 

Because those inside a firm may ordinarily resist the naming of an 
outside successor, the influence of insiders may directly affect the choice of 
8 Successor, as well as moderate the relationship between performance and 
successor choice. Although the actual influence of insiders may be difficult 
to assess directly, Pfeffer (1981) suggested that it can be gauged by examining 
the structural features of an organization, such as insiders' representation on 
the board of directors, which has the formal authority to hire and fire the 
chief executive, and the extent to which insiders hold equity ownership. 


The Composition of Boards of Directors 


Although past studies have examined how board composition affected 
the frequency of chief executive succession (Allen & Panian, 1982), they 
have not investigated whether board composition influences the types of 
successors chosen. The selection of an inside successor may reduce uncer- 
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tainty for the present executive staff of an organization since a new leader 
hired from outside is likely to replace more subordinates than an inside 
successor (Helmich & Brown, 1972). Mizruchi (1983) argued that a board's 
control over the chief executive succession process is inversely related to the 
proportion of insiders on the board: where insiders dominate, they choose a 
chief executive who poses a minimal threat of disruption, typically someone 
within the organization whom they already know. Thus, 


Hypothesis 2a: Organizations with high proportions of 
inside board members will be more likely than those with 
low proportions of insiders to choose inside chief execu- 
tive successors. 


Hypothesis 1 predicts that organizations with poor performance will be 
more likely to select outside successors. Whether organizations will select 
outside successors under conditions of poor performance depends on a 
number of considerations. Under conditions of poor or declining perfor- 
mance, political activity is likely to intensify, and management members 
will attempt to protect their interests and positions (Freeman & Hannan, 
1975). Efforts to initiate changes that potentially threaten management, such 
as the selection of an outsider, will be strongly resisted. Therefore, we ex- 
pected performance and board composition to have an interactive effect on 
successor choices: 


Hypothesis 2b: Board composition will interact with per- 
formance to influence choices of chief executive succes- 
sors. Organizations that are performing poorly and have 
high proportions of inside board members will be less 
likely to choose outside successors than those that are 
performing poorly but have low proportions of inside 
members. 


Ownership 


Proportion of ownership. Organizational ownership is a source of 
power that can either reinforce or undermine successor choices (Boeker, 
1992). Since a new leader hired from outside an organization is likely to 
replace more subordinates than an inside successor (Gouldner, 1954), indi- 
viduals inside the organization, whether or not they are board members, are 
likely to favor the promotion of an insider. When insiders have a high pro- 
portionate share of ownership, they may be more able to influence the nam- 
ing of an inside successor, who will be less likely to initiate such large-scale 
changes as the dismissal of managers. 

Previous researchers have typically argued that it is boards and top 
managers who are most actively involved in successor choices. However, 
employees who own stock in a company, especially those owning large 
amounts of stock, have an interest in influencing the decision about its 
future chief executive. 
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Hypothesis 3a: Organizations in which insiders have high 
levels of firm ownership will be less likely to choose out- 
side chief executive successors than firms in which insid- 
ers have low levels of ownership. 


Employees and managers (insiders) who are substantial owners are 
placed in the difficult situation of having competing sets of interests. If an 
organization is performing poorly, they—and other owners— may believe 
that the chief executive needs to be replaced with an outsider. However, if 
their desire for certainty and job security dominates their interests in wealth, 
they may actually be one ownership group that will be less vigorous than 
others in advocating the selection of an outside successor in the face of poor 
performance. Thus, 


Hypothesis 3b: Firm ownership will interact with perfor- 
mance to influence choices of chief executive successors. 
Organizations that are performing poorly and have high 
levels of insider ownership will be less likely to choose 
outside successors than those that are performing poorly 
but have low levels of insider ownership. 


Ownership concentration. Agency theorists (Fama & Jensen, 1983; 
Jensen & Meckling, 1976) have noted that when ownership is dispersed, 
there is a “‘free-rider” problem: no individual's ownership position is large 
enough for that individual to have an incentive to invest in the monitoring 
and information costs necessary to keep management acting in his or her 
interests. Conversely, when ownership is more concentrated, the free-rider 
problem may still exist among smaller stockholders, but larger investors will 
have a strong incentive to monitor management (Hill & Snell, 1988). Conse- 
quently, a large number of individuals, each with only a small share in a 
firm's ownership, will collectively possess little influence over organiza- 
tional decisions (Fama & Jensen, 1983). If ownership is concentrated in the 
hands of a few individuals, the free-rider problem is reduced. 

From such a perspective, it is not only the identity of a firm's owners 
(whether they are insiders) but also the extent to which ownership is con- 
centrated in their hands that determines their influence in the succession 
process. If the ownership of insiders is dispersed, it is not likely that they 
will be able to exercise much influence, including influence over the choice 
of a successor (Pfeffer & Salancik, 1978). Conversely, if ownership is con- 
centrated in the hands of relatively few insiders, they may be in a position 
to influence the selection process actively. 


Hypothesis 4a: Organizations in which inside ownership 
is highly concentrated will be less likely to choose outside 
chief executive successors than those in which it is not. 


Adding the interactive effects of performance, 
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Hypothesis 4b: Inside ownership concentration will inter- 
act with performance to influence choices of chief exec- 
utive successors. Organizations that are performing 
poorly and have highly concentrated inside ownership 
will be less likely to choose outside successors than those 
that are performing poorly but have less concentrated in- 
side ownership. 


METHODS 


The hypotheses were tested on data from 67 semiconductor producers 
located in the Santa Clara—San Jose “Silicon Valley" area of California. 
Following the approach used by Eisenhardt and Schoonhoven (1990), we 
defined a semiconductor producer as an organization founded exclusively to 
develop, produce, and sell semiconductor devices. Of the 67 firms studied, 
43 were publicly traded, and the remainder were privately held in 1989, the 
end of the study period. Data on these firms were available forthe years 1968 
through 1989 and were collected from three sources: (1) three of the four 
largest market research firms serving the semiconductor industry, (2) per- 
sonal interviews with top managers of each organization, typically including 
the president or chief executive officer, and (3) articles in the electronics and 
business presses and public documents. We compiled a master list of semi- 
conductor organizations operating in the Silicon Valley area from industry 
lists and directories maintained by the market research firms. The 67 firms 
represent all such firms in existence for the period under study that could be 
identified using the records of the market research firms. 


Measures 


For the 67 firms over the 22-year period there were 231 succession 
events. We computed the following measures for each succession using the 
Sources identified. 

Dependent variable: Inside or outside succession. The dependent vari- 
able of interest in the study was whether a chief executive successor came 
from inside or outside an organization. These data were available from the 
three market research firms and corroborated by the firms themselves. 

Successor origin, measured for each firm each time a succession oc- 
curred, was coded 1 if the successor was from outside the organization and 
0 otherwise. Dalton and Kesner (1985), following the approach of Helmich 
(1974), defined an inside successor as a manager or employee promoted from 
within a firm and an outside successor as any other individual. We used a 
similar distinction here. 

Performance. Performance was measured as industry-adjusted average 
performance for the two years prior to a succession event. We used two-year 
average performance because an organization may not ordinarily react to 
poor performance by replacing its chief executive in the same year the poor 
performance occurs. This information was provided by two of the market 
research firms and the firms themselves. 
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Because many semiconductor manufacturers are willing to operate at a . 
low level of profitability while building market share, especially when they 
are first starting, sales are a better indicator of performance than profits 
(Dataquest, 1984; Eisenhardt & Schoonhoven, 1990). Therefore, we mea- 
sured performance for a given two-year period be comparing a firm's two- 
year sales growth to the average sales growth for the semiconductor industry 
for the same two years. Use of other performance indexes, such as profit- 
ability or stock market performance, would also have been useful, but this 
information was not available from a large number of the firms studied, 
especially those that were privately held. ` 

Board of directors composition. Information on the board of directors 
for each firm in the study was compiled by the market research firms. The 
focal organizations themselves made additional information available. 
Board composition was measured as the proportion of inside members on a 
board of directors. 

Ownership. The market research organizations and the semiconductor 
firms provided firm ownership data. Inside ownership was the proportion of 
total firm shares held by individuals employed by the organization. Inside 
ownership concentration was the proportion of total firm shares held by the 
four largest inside owners. 


Control Variables 


Size. Earlier studies have examined size as a determinant of inside- 
outside chief executive succession (Dalton & Kesner, 1983). Prior research 
has generally indicated that large firms are more likely to replace their chief 
executives with insiders and small firms are more likely to turn to outsiders 
(Reinganum, 1985). Since lerge firms have large internal pools of general 
management talent to draw from, it is easier for them to find qualified suc- 
cessors internally (Fredrickson, Hambrick, & Baumrin, 1988). Size was mea- 
sured as the annual sales of each firm and was available from both the market 
research firms and the semiconductor firms themselves. 

Predecessor tenure. The power and influence of a predecessor chief 
executive can vary over time. Generally, chief executives would be expected 
to “gain power over time as they gain voting control, establish a patriarchal 
aura, or co-opt the board of directors" (Fredrickson et al., 1988: 258). In 
addition to having a high level of power, long-tenured chief executives may 
have a greater opportunity to groom their successors from inside their organ- 
izations. Therefore, firms in which predecessors have long tenures may be 
more likely to name inside successors. We measured predecessor tenure as 
the number of years a predecessor had been in his or her position before a 
succession event took place. Data were obtained from the market research 
firms. 

Previous succession. Several researchers have noted that chief execu- 
tive successors are influenced by their predecessors (Fredrickson et al., 
1988; Reinganum, 1985). The outcome of a previous succession event— 
whether an insider or outsider was named —can affect a current succession. 
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Organizations often follow past practices when faced with nonroutine deci- 
sions such as the selection of a successor (Nelson & Winter, 1982). If a board 
of directors has most recently chosen an outside successor, it may be likely 
to do so again. To examine the potential influence of prior succession events, 
we included a dummy variable coded 1 if a predecessor came from outside 
an organization and 0 if the predecessor came from inside the organization. 
This information was obtained from the market research firms. 

Firm age. Although past research has not made specific predictions 
about the effects of organizational age on the choice of a successor, it may be 
that firms in this relatively new industry vary in the level of qualification of 
their internal candidates. Young firms may have few individuals with the 
requisite managerial background to replace an outgoing chief executive. 
Firm age was available from public sources and was defined as the number 
of years elapsed since an organization was incorporated. 

Public or private ownership. We included this measure to control for 
possible differences between firms that were publicly traded, and thus pos- 
sibly more open to outside investor influence in succession decisions, and 
those that were privately held. Organizations were differentiated on the 
basis of whether they were publicly held (1) or privately held (0). This 
information was available from the market research firms. 


RESULTS 


Table 1 shows means, standard deviations, and correlations among the 
variables. To analyze the effects of performance, board composition, firm 
ownership, and the interactions specified in the hypotheses, we used a se- 
ries of logistic regression equations, examining main effects of performance 
on the selection of outside successors before investigating interactive effects. 
Table 2 shows results of the regression analyses. Hypothesis 1 predicts that 
performance will have a negative effect on the choice of an outside succes- 
sor. As is shown in model 1 of Table 2, there is a significant, negative 
relationship between firm performance and the likelihood of an outside 
chief executive being selected, confirming the hypothesized inverse rela- 
tionship. This result provides further support for the intuitive view that poor 
performance creates conditions for breaking with the status quo and select- 
ing a chief executive from outside a firm. Two of the three main effects 
predicted in Hypotheses 2a, 3a, and 4a are also significant in model 1. The 
proportion of insiders on a board and the extent to which firm ownership by 
insiders is concentrated both had significant, negative effects on the selec- 
tion of an outside successor. However, the proportion of ownership by in- 
siders had no effect on the choice of a successor. 

To investigate the predicted interactive effects, we tested models in 
which performance was interacted with board composition (Hypothesis 2b) 
inside ownership (Hypothesis 3b), and inside ownership concentration (Hy- 
pothesis 4b). We confined our analysis to testing two-way interaction effects 
in separate models in order to reduce problems of multicollinearity among 
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TABLE 2 
Results of Maximum Likelihood Logistic Regression Analyses” 
Model 1 Model 2 Model 3 Model 4 
Independent Variables b 8.0. b 8.8. b 8.e. b 8.8. 
Performance -.05**  .02  —.04* 02  —.05* 02  —.05* .02 
Proportion of insiders 
on board —.10* .05 —.07* .03 —.08* .04 — .08* .04 
Insider ownership —.04 03 —.04 .03 —,03 03 —.04 .03 
Insider ownership 
concentration —.34* A8  —.33* 14  —.34* 15  -—.32* 414 
Performance X 
proportion of insiders —.05*  .02 
Performance X d 
Insider ownership —.03 .02 
Performance X ownership 
concentration —.12*  .05 
Firm size .01 DM .01 .01 DI .01 .01 .01 
Firm age .05 .03 .04 .04 .04 .03 .05 .03 
Firm publicly owned .22 A8 21 A8 21 «AT 21 ` Ap 
Predecessor tenure .00 .00 .00 .00 .00 .00 D .00 
Predecessor an outsider .07 .05 .08 .05 .08 .05 .08 .05 
Constant .158 .145 .156 .151 
x? 23.82** 25.43** 24.36** 25.12* 
R? KR Ka KE .27 
TN = 231 
*p«.05 
**p«.01 


the variables. Three separate models were estimated, one corresponding to 
each hypothesis. 

Hypothesis 2b predicts a negative interactive effect of performance and 
board composition on the choice of an outside successor. We argued that, 
under conditions of poor or declining performance, managers will attempt to 
protect their interests and positions. Efforts to initiate change that poten- 
tially threaten management, such as the selection of an outsider as chief 
executive, will be less likely to occur when a board of directors has a high 
proportion of insiders. As can be seen in model 2 of Table 2, findings sup- 
ported this hypothesis. The main effects of both performance and the pro- 
portion of inside board members are significant and negative. The interac- 
tion between performance and the proportion of inside board members is 
also negative, indicating that outside successors are less likely to be named 
in organizations that are performing poorly when there are many insiders on 
the boards. 

Hypothesis 3b tested the interactive effects of firm performance and 
inside ownership. Similar to Hypothesis 2b, it predicts that organizations 
performing poorly with high proportions of ownership by insiders will be 
less likely to choose outside successors. However, as model 3 of Table 2 
shows, although performance has a significant, negative main effect on out- 
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sider succession, the interaction of performance and inside ownership has 
no significant effect. 

Tests of the interactive effects of inside ownership concentration and 
performance on outside succession (Hypothesis 4) demonstrate significant 
effects, as model 4 of Table 2 indicates. As hypothesized, the interaction of 
performance with ownership concentration is significant and negative, in- 
dicating that ownership concentration has a moderating effect on the rela- 
tionship between performance and the choice of a successor. 

Overall, the results shown in Table 2 appear to offer general support for 
the perspective that a firm's governance and ownership structures moderate 
the relationship between performance and successor choice. We also exam- 
ined the relative explanatory power of each of the three models with inter- 
action terms (Table 2, models 2, 3, and 4) by examining their log-likelihood 
values. When models have the same number of variables, as do those here, 
the best-fitting model is that having the highest log-likelihood value. Model 
2, which tested the effects of an interaction between board composition and 
performance, offers the best fit. It also has the highest pseudo-R?. 


DISCUSSION AND CONCLUSIONS 


The major purpose of this study was to identify influences on whether 
firms choose inside or outside chief executive successors. We examined the 
interdependent effects of three sets of antecedents: firm performance, board 
composition, and ownership. Following past research, we began by exam- 
ining the relationship between firm performance and the selection of an 
outside successor. Our findings suggest that, as others have argued, poor 
performance may make it easier for outside interests to overcome an organ- 
ization's internal resistance to change and legitimate stronger action than 
might occur otherwise— such as the replacement of a chief executive by an 
outsider rather than an insider. 

Past work by organizational theorists has emphasized the importance of 
board composition (Mizruchi, 1983) and ownership structure (Salancik & 
Pfeffer, 1980) as determinants of succession frequency but has not examined 
the effects of those variables on successor choice. We linked this past work 
on board composition and ownership to the recent literature on succession 
to suggest important direct and interactive relationships among perfor- 
mance, board composition, and ownership structure in successor choices. 

In firms with high proportions of insiders on their boards of directors, 
and in those in which ownership is highly concentrated in the hands of 
managers and employees, there was a significantly lower likelihood of out- 
siders replacing incumbent chief executives. These findings appear to sup- 
port Pfeffer's (1981) notion that organizational insiders will resist the nam- 
ing of an outside successor because it both entails greater uncertainty than 
the selection of an insider and poses a greater threat to their job security. 
Although ownership concentration affected the type of successor chosen in 
our study, the level of inside ownership did not. Although we can only spec- 
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ulate, these findings are consistent with the agency theory argument that 
insider ownership is more influential when it is concentrated (Fama & 
Jensen, 1983). When insiders’ ownership is dispersed, it may be more diffi- 
cult for them to effectively influence successor choices. 

We also examined the interactive effects of organizational performance, 
board composition, and firm ownership, hypothesizing that as an organiza- 
tion's performance declines, political activity is likely to intensify, and man- 
agers may become highly intent on protecting their interests and positions. 
Changes that potentially threaten management, such as the selection of an 
outside successor, will be resisted. Our findings indicate that interactions of 
performance with board composition and performance with ownership con- 
centration were,significant predictors of successor selection. As in the case 
of the direct effects, results demonstrated no support for effects of an inter- 
action of performance with inside ownership. Overall, however, reasonably 
robust support was indicated for an interactive model, with significant ef- 
fects demonstrated in two of the three models. 

One of the major implications of this study may be that poor perfor- 
mance is a necessary, but not sufficient, condition for motivating organiza- 
tional change (Boeker & Goodstein, 1991). This study's unique contribution 
is its examination of the role of insiders' influence on successor choice 
through firm ownership and board membership. Whether an outsider can be 
selected, even under conditions of poor performance, is likely to be a func- 
tion of the degree of influence of organizational insiders, as represented by 
the extents of their board dominance and concentrated organizational own- 
ership. 

This study also has important implications for the governance and own- 
ership structure of organizations. Organizations whose ownership is con- 
centrated in the hands of insiders, and those whose boards are dominated by 
insiders, appear less willing than other firms to name outside successors. A 
critical underlying issue may be whether this reluctance indicates a more 
general unwillingness to attempt organizational change, particularly when 
an organization is experiencing performance problems. If insiders resist 
changes that threaten the status quo or their current positions, then might 
they also resist strategic changes, such as entry into new products or markets 
and organizational restructuring? 

Outsiders in firms with performance problems may be more willing 
than insiders to make substantial changes—such as choosing outsiders— 
because they have fewer ties to tradition and precedent (Friedman & Saul, 
1989). Firms in which outsiders have a high degree of influence, either 
through board membership or ownership, may feel it important to respond 
to performance downturns by selecting a successor who is not connected 
with the organization's past problems. 

Future succession research must investigate the primary question of 
who controls chief executive successor choices. A limitation of this study, 
beyond its single industry setting, is its reliance on board and ownership 
structural variables as proxies for the influence of various constituencies 
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over succession events. Research that more closely examines the detailed 
process of successor choice and the interaction of competing constituencies 
is needed. Within a board of directors, one approach might be to examine the 
workings of its nominating committee rather than those of the entire board, 
since the nominating committee muy play a much more critical role in the 
early screening process. 

A second area for further study may be the causal relationships between 
the determinants and effects of succession. The type of chief executive suc- 
cessor chosen for a firm has been examined in this study as a function of 
ownership and board composition, but it would also be interesting to exam- 
ine the subsequent effects of successor type on ownership patterns and 
board structure. For example, outside successors may be able to consolidate 
their positions by naming many outside directors to their boards following 
their appointments. 

Zald (1965), describing successor choices, noted that such a decision 
not only influenced the future direction of an organization, but also dem- 
onstrated the relative power levels of interest groups within and outside it. 
Our results are consistent with the perspectives of Zald, Pfeffer, and others: 
succession is a political process of contested capability in which power and 
influence determine the outcome (Pfeffer, 1981; Zald, 1965). These results 
should further direct researchers to the importance of managerial power and 
the locus of corporate control in the internal political processes of organiza- 
tions. 
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VOTER BEHAVIOR IN UNION CERTIFICATION 
ELECTIONS: A LONGITUDINAL STUDY 
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This study assessed the relations among social pressures favoring 
unions, job satisfaction, perceptions of union instrumentality, and in- 
dividuals' voter behavior using covariance structure analysis. Job sat- 
isfaction and union instrumentality were measured prior to and fol- 
lowing union certification elections. Results indicate social pressure 
was the strongest predictor of voter behavior, having a direct effect as 
well as mediated effects through satisfaction and commitment. Only 
voter behavior directly affected satisfaction and commitment after elec- 
tions, suggesting significant cognitive readjustment took place among 
individuals. 


Much work has been done to explain the psychological processes be- 
hind individuals' decisions to vote for the unionization of their workplaces 
(e.g., Farber & Saks, 1980; Kochan, 1979; Premack & Hunter, 1988; 
Schriesheim, 1978). In spite of the number of studies that have been done, an 
understanding of these psychological processes has been slow to develop. 
Much of this slow development can be attributed to methodological limita- 
tions. First, although uncovering numerous correlates of voter behavior, 
studies have generally failed to examine the total effects of those correlates 
on voter behavior by discriminating among direct, mediating, and partially 
mediating effects (Premack & Hunter, 1988). This lack of discrimination 
biases estimates of relations (James & Brett, 1984; Premack & Hunter, 1988). 
A second problem among individual-level studies has been a heavy reliance 
on cross-sectional research designs (cf. Fiorito, Gallagher, & Greer, 1986), 
which fail to allow adequate tests of causality. Although causal inference is 
derived from theory, several theoretical approaches to individual decisions 
about unionization exist. Longitudinal studies could go a long way in im- 
proving support for theoretical arguments and the testing of competing theo- 
ries (Bentler, 1989; Fiorito et al., 1986). 


We would like to thank Chester Schriesheim for comments on earlier drafts of this article. 
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The purpose of this study was to assess the nature of relations between 
voter behavior and three variables often cited as antecedents of voter behav- 
ior: social pressure favoring unions, job satisfaction, and union instrumen- 
tality. To do this, we examined a more complete longitudinal model of voter 
behavior than has been examined in the past, focusing on assessing direct, 
mediating, partially mediating, and longitudinal effects to better understand 
the total effects of those variables on voter behavior and voter behavior's 
effect on the variables. This analysis is intended to provide a more holistic 
and possibly more realistic view of the relationships among these variables 
(Bentler, 1989). Figure 1 diagrams several relations reported from empirical 
analyses or theoretically posited in previous work. 

Researchers have often argued that social pressure regarding unions 
influences voter decisions (e.g., Brief & Rude, 1981; Kochan, 1980). Social 
pressure represents the known or anticipated reactions of others toward 
unions (Cooke, 1983; Klandermans, 1986). Both Cooke (1983) and Dickens 
(1983) reported that the number of union supporters within a work group 
positively affects individual tendencies to support unions. These results 
have been interpreted as a reflection of group cohesion effects (Fiorito et al., 
1986). In fact, Wheeler (1985) argued that union formation is a group pro- 
cess. A group of employees, regularly blocked by an employer's actions, 
readies itself for aggressive action and takes it iri the form of unionization. 

In Figure 1, social pressure favoring unions negatively affects job satis- 
faction (path A) and positively affects union instrumentality (path B). Re- 
search on group behavior strongly supports the idea that the perceptions and 
opinions of others in a group shape and reshape individual perceptions and 
opinions. Research also indicates that the number and roles of individuals 
holding an opinion influence the opinions of an individual (e.g., Cooke, 
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1983). Research on unions suggests union supporters tend to be dissatisfied 
with their jobs (e.g., Brett, 1980a, b; Kochan, 1979). As the number of union 
supporters increases, suggesting growing group cohesion, they are better 
able to influence other workers' evaluations of job satisfaction. They are also 
better able to influence perceptions of union instrumentality, which is de- 
fined as the power to bring about changes in a workplace that individuals 
perceive a union to have (Brett, 1980a, b; Kochan, 1979). While pointing out 
areas needing improvement, union supporters also point out how a union 
could help bring about those improvements (e.g., Brett, 1980a, b; Kochan, 
1979). 

Research also exists suggesting that social pressure directly affects voter 
behavior, a link shown as path C in Figure 1 (Cooke, 1983; Dickens, 1983; 
Youngblood, DeNisi, Molleston, & Mobley, 1984). Social and normative 
pressures are put on individuals, making it clear.how they should vote, 
regardless of their predispositions toward unions. Dickens (1983) and Cooke 
(1983) argued that such pressure may be felt simply through the number of 
supporters within a group. If a sufficient number of co-workers supports a 
union, individuals may vote contrary to their own attitudes. 

Researchers have also argued that people must feel job dissatisfaction 
and see unions as able to relieve it for them to consider unionization (Brett, 
1980a, b; Kochan, 1979). Researchers have considered job satisfaction as an 
indicator of met and unmet needs (e.g., DeCotiis & LeLouarn, 1981; Salancik 
& Pfeffer, 1977). When job dissatisfaction reaches levels at which needs must 
be met, individuals are more likely to view union representation as instru- 
mental for the satisfaction of needs (DeCotiis & LeLouarn, 1981). When in- 
dividuals are satisfied with their jobs (needs are met), unions have little 
instrumentality. Although these arguments imply a causal relation, only one 
study, by Premack and Hunter (1988), has formally stated and supported 
such a relationship. We further tested this relationship (path D). 

It has also been argued that job satisfaction has a direct effect on voter 
behavior (path E). As a result of unmet needs, individuals are more likely to 
vote for a union (e.g., Kochan, 1980; Schriesheim, 1978). Dissatisfaction with 
wages and working conditions and perceptions of inequities are viewed as 
strong motivators to unionize. In a review of past studies, like that of Get- 
man, Goldberg, and Herman (1976), Heneman and Sandver (1983) estimated 
that job satisfaction accounted for as much as 25 to 50 percent of the variance 
in voter behavior in union elections. 

Finally, as path F implies, individuals' evaluation of the instrumentality 
of unions has been shown to be a good predictor of their behavior as voters 
(DeCotiis & LeLouarn, 1981; Getman & Goldberg, 1976; Premack & Hunter, 
1988). Kochan (1979) argued that union instrumentality is a necessary con- 
dition for a prounion vote. Individuals behave in ways they perceive to be 
instrumental in attaining personally valent outcomes (DeCotiis & LeLouarn, 
1981). A prounion vote suggests an individual believes a union can help 
attain important outcomes. 

In summary, we posited that job satisfaction partially mediates the effect 
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of social pressure on union instrumentality and that job satisfaction and 
union instrumentality partially mediate the effect of social pressure on voter 
behavior. Finally, union instrumentality also partially mediates the effect of 
job satisfaction on voter behavior. The simultaneous estimate of these me- 
diated effects as well as of direct effects should provide a clearer estimate of 
each construct's contribution to determining voter behavior (Bentler, 1989). 

In the reported research, job satisfaction and union instrumentality were 
measured both before and after union certification voting. Thus, Figure 1 
represents a quasi-panel design, and six cross-lagged effects are posited. Path 
1, from social pressure at time 1 to job satisfaction at time 2, path 2, from 
social pressure at time 1 to union instrumentality at time 2, and path 3, from 
job satisfaction at time 1 to union instrumentality at time 2, are consistent 
with the effects indicated by the lettered paths described above and allow a 
test of the relations over time. Unionization decisions are important and can 
change a work situation significantly. In a unionization campaign, both man- 
agement and union try to influence employees' attitudes toward themselves. 
Thus, it is reasonable to expect social pressure and attitudes developed just 
prior to an election to have long-term effects. Path 4, from union instrumen- 
tality at time 1 to job satisfaction at time 2, path 5, from voter behavior to job 
satisfaction at time 2, and path 6, from voter behavior to union instrumen- 
tality at time 2, allow a direct test of the biasing of attitudes that may occur 
as a result of voters' justifying their behavior. 


METHODS 


Data for this study were from Getman, Goldberg, and Herman (1976) and 
consisted of 1,239 individuals' responses on 164 variables. Al] respondents 
had participated in a union certification election and were interviewed 
twice. The first interview took place as soon as possible after the date of a 
given election had been set. The second interview occurred immediately 
after the election. Respondents from a total of 31 elections took part. In units 

' of 25 or fewer people, Getman and colleagues interviewed everyone. In units 
of more than 25 people, they randomly selected respondents to achieve a 
minimum sample size of 25 and a maximum of 100. We included only 
respondents from that study providing answers to all the variables used in 
the present study in our analyses. As a result, our final data consisted of 
information from 757 respondents. 

Of the 757 respondents, 76 percent were men. Their average age was 35 
years; ages ranged from 24 to 64. Sixty-five percent came from industrial 
regions, and the remainder came from agricultural regions. These statistics 
indicate that the individuals studied represent a broad cross-section of the 
U.S. population. 

Although the .data set was 15 years old at the time of our study, it 
contained information relevant to our measures. Getman and colleagues 
carefully designed and administered data collection, the phenomena in 
question have not changed fundamentally since the data were collected, and 
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more recent alternatives were not available. In addition, empirical work in 
this area goes back only about 20 years, with most of it occurring in the last 
10 years or so. 


Operational Measures 


All measures were rated on three-point Likert scales. 

Social pressure. Two indicators of social pressures favoring unions 
were extracted from the data set: (1) "How many, if any, of the people you 
know at work do you think will vote for the union?" and (2) "Has the union 
been able to get good people at this company to support it?” The first indi- 
cator, which we called “knows union supporters,” is similar to the measure 
used by Dickens (1983). He argued that his measure was an indicator of the 
intensity of peer pressure to favor unions. The second indicator, which we 
called “union attracts good people," indicated the quality of support for a 
union. Cooke (1983) suggested this measure, arguing that individuals with 
leadership abilities or roles are influential in shaping group norms. 

Job satisfaction. Four indicators of job satisfaction assessed satisfaction 
with pay, supervisors, and work, and overall satisfaction; each was mea- 
sured both before and after the elections. 

Union instrumentality. Three items measured union instrumentality: 
(1) "Unions make sure that employees are treated fairly by supervisors," (2) 
"Unions help working men and women to get better wages and hours," and 
(3) "Unions interfere with good relations between companies and employ- 
ees" (reverse-scored). These are similar to items used in other studies (e.g., 
Kochan, 1979; Youngblood, DeNisi, Molleston, & Mobley, 1982). We ob- 
tained data for these items from both before and after the elections. 

Voter behavior. Self-reported voter behavior was measured on a three- 
point Likert scale with 1 for “voted against union," 2 for “didn’t vote," and 
3 for “voted for the union." The validity of self-reported voter behavior has 
been shown to be quite good (Fiorito et al., 1986; Schriesheim, 1978). For 
example, Schriesheim matched reported voter behavior with actual votes 
cast. In that research, reported votes were 29 for the union and 30 against, 
and actual results were 31 for and 33 against, suggesting the absence of 
widespread falsification of answers. Getman and colleagues (1976) did a 
similar check, and results indicated that self-reported votes closely matched 
election results. There was also high consistency between reported voter 
behavior and earlier indicators of intent to vote; 87 percent reported voting 
the way they said they would, a result similar to findings by Premack and 
Hunter (1988). Voter behavior was measured after the elections but prior to 
taking the second measures of job satisfaction and union instrumentality. 


Analyses 


The use of latent variables requires that researchers assess a measure- 
ment model prior to testing structural linkages. Such an assessment should 
empirically discriminate the theoretical constructs and validate operational 
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measures of the constructs through confirmatory factor analysis (Anderson & 
Gerbing, 1986). 

Multiple indicators of latent variables are recommended in that mea- 
surement error can be estimated in an analysis, reducing the biasing effects 
of random and systematic errors (Williams & Hazer, 1986; Williams & Pod- 
sakoff, 1989). Five of the six constructs met this constraint, but voter behav- 
ior had only one indicator. Thus, a reliability estimate was necessary for 
identification of the measurement parameters. We estimated the reliability 
of the self-reports to be .90 on the basis of the work of Getman, Goldberg, and 
Herman (1976) and Schriesheim (1978). 

To analyze the proposed model, it was necessary to develop an a priori 
sequence of nested models to which the proposed model could be compared. 
Use of the sequential chi-square difference test determines which model best 
fits the data. In this study, the first sequential model is the least restricted, 
theoretical model. The second posited sequential model constrains the path 
from social pressure to voter behavior to zero, providing a test of whether 
social pressure directly affects voter behavior. The third posited sequential 
model constrains the path from job satisfaction at time 1 to voter behavior, 
providing a test of whether job satisfaction directly affects voter behavior. 

The models were tested with Bentler's (1989) EQS program. We used the 
normed fit index (NFI) and parsimonious fit index (PFI) to evaluate the best 
model based on the sequential chi-square difference test. A significant 
change in chi-square signals analysis should be stopped and the less re- 
stricted model accepted as the best fitting model. 


RESULTS 


Table 1 reports variable means, standard deviations, and intercorrela- 
tions. Confirmatory factor analysis indicated that in every case, path coeffi- 
cients from latent constructs to their manifest indicators were significant at 
p < .05. Evidence of discriminant validity also emerged. In no case did the 
confidence interval around the correlation estimate between two variables 
include or approach one. Figure 2 reports path coefficients. 

The theoretical model reconstructed the observed covariances ade- 
quately with a normed fit index value exceeding .90 (NFI — .92). The par- 
simonious fit index was also adequate, exceeding the .60 cutoff (PFI — .72). 
The chi-square for this model was 831.32 (df — 108).! The second model, 


1 We determined the degrees of freedom as follows: The number of data points available for 
calculation equals [p (p + 1)]/2, where p refers to the number of measured variables (Bentler, 
1989: 18). The covariances of the measured variables are used in the calculations. In this study, 
there were 17 measured variables. Thus, the total degrees of freedom is [17 (18)}/2 = 153, as can 
be confirmed by counting the number of correlations in Table 1. From 153 we subtracted the 
number of unknown regression coefficients (14), the error variances (16), and their covariances 
(15) that were to be estimated (Bentler, 1989: 18). This process left 108 degrees of freedom. As 
we constrained paths, the number of degrees of freedom increased, as can be seen when one 
path was constrained in the second model, resulting in 109 degrees of freedom. 
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which tested the assumption that social pressures directly affect voter be- 
havior by constraining this path to zero, also adequately reconstructed the 
observed covariances (NFI = .92, PFI = .73, x? = 838.18, df = 109). To 
determine if restricting the path was appropriate, we conducted the sequen- 
tial chi-square difference test and obtained a significant result (x? a; = 6.86), 
indicating a significant loss of fit. We thus conducted no further analysis and 
accepted the theoretical model as the best fitting model relative to the nested 
sequence of models (Anderson & Gerbing, 1986). 

Figure 2 shows the significant path estimates for the theoretical model. 
Social pressures had a negative effect on job satisfaction ( — .65) and positive, 
direct effects on union instrumentality (.66) and voter behavior (.46). Job 
satisfaction at time 1 had a significant, negative effect on union instrumen- 
tality at time 1 (—.21) and a significant, negative effect on voter behavior 
(—.16). Union instrumentality at time 1 had a significant, positive effect on 
voter behavior (.23). Finally, voter behavior had a significant, negative effect 
on job satisfaction at time 2 ( —.24) and a significant, positive effect on union 
instrumentality at time 2 (.23). 


DISCUSSION 


Results indicate the relations among social pressure, job satisfaction, 
union instrumentality, and voter behavior are quite complex. Social pres- 
sure had direct effects in the predicted directions on job satisfaction at time 
1, union instrumentality at time 1, and voter behavior. In addition, job sat- 
isfaction at time 1 partially mediated the effects of social pressure on union 
instrumentality at time 1 and job satisfaction at time 1, and union instru- 
mentality at time 1 partially mediated the effects of social pressure on voter 
behavior. Finally, job satisfaction at time 1 had a direct effect on voter be- 
havior and was partially mediated by union instrumentality at time 1. A 
warning should be made here regarding causal order. Because the time 1 
results are based on data collected at the same time using the same method, . 
temporal sequence is difficult to determine empirically, and common 
method bias may have influenced the results. 

Although the time 1 results support the hypotheses, they also present 
some questions. For example, researchers have generally argued that job 
dissatisfaction is a necessary condition for the viewing of unions as useful 
(Brett, 19808, b; Kochan, 1979). The present results indicate that job satis- 
faction negatively affects union instrumentality and voter behavior, but the 
effects are relatively weak. Neither the direct nor the total effect is as strong 
as the literature would suggest. The total effect of job satisfaction on union 
instrumentality is .21, and its effect on voter behavior is .20. In contrast, the 
total effect of social pressure is .80 for union instrumentality and .60 for 
voter behavior. The strength of these relations suggests that previous argu- 
ments stating job dissatisfaction must exist for individuals to support unions 
may be too strong. These results also suggest a considerable amount of bias 
exists in previously reported findings regarding the strength of the relation 
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between job satisfaction and voter behavior, which may result from research- 
ers' not considering the total effects of all variables simultaneously (James & 
Brett, 1984) while also estimating random and systematic errors (Bentler, 
1989). Our findings appear to support Wheeler's (1985) argument that 
researchers should focus on group processes related to unionization deci- 
sions. 

In an attempt to better explain these results using a broader theoretical 
base, we turned to expectancy theory, which has been used as a vehicle for 
understanding unionization decisions (Fiorito et al., 1986). Social pressure 
serves as a proxy for expectancy (Fiorito et al., 1986), defined in occupa- 
tional choice studies as the probability of an individuals' acceptance into an 
organization (Kinicki, 1989), or in this case, gaining union representation. 
Valence refers to the desirability of outcomes associated with organizational 
membership, such as better pay and benefits (Kinicki, 1989), and the valence 
of outcomes depends on an individual's needs. Again, job satisfaction has 
been defined as an indicator of met and unmet work needs (Salancik & 
Pfeffer, 1977) and may serve as an indicator of valence. Kinicki (1989) de- 
fined instrumentality as the strength of perceptions that outcomes result 
from organizational membership. We defined union instrumentality as the 
belief that union membership will bring about desired outcomes. 

Research suggests valence adds little to instrumentality in predicting 
individual choices of organization membership (Hom, 1980; Lawler, Kuleck, 
Rhode, & Sorenson, 1975), which is consistent with present results. Hom 
(1980) has argued that instrumentality perceptions may already include the 
desirability of outcomes. In addition, Kinicki (1989) reported that the ex- 
pectancy component significantly enhanced the predictive ability of indi- 
vidual choice for organizational membership accounted for by the valence 
and instrumentality components. This result is also consistent with the pre- 
sent findings. Although these arguments provide some explanation for the 
relative weakness of the present job satisfaction effects and the strength of 
the social pressure effects, they also suggest instrumentality effects are stron- 
ger than reported in this study. Again, it may be that group processes are 
more important than individual attitudes in union certification elections. 
Unlike occupational choice decisions, in which an individual seeks entry 
into an organization, union certification depends on a large number of in- 
dividuals seeking entry into a union. Thus, individual attitudes may take a 
back seat to group pressures and norms. 

In light of the synchronous effects, the longitudinal effects that emerged 
here are quite interesting. Although social pressure favoring unions had 
quite strong effects on job satisfaction and union instrumentality at time 1, 
the cross-lagged effects were not significant, suggesting the direct effects of 
social pressure do not remain after an election. In addition, the cross-lagged 
effects from job satisfaction at time 1 to union instrumentality at time 2 and 
from union instrumentality at time 1 to job satisfaction at time 2 were not 
significant. Interpreting these results, we cannot neglect the autoregressive 
effects, which are quite strong and suggest considerable stability in satisfac- 
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tion and instrumentality across time. Cross-lagged effects may be absent 
because little discussion of the pros and cons of unions occurs after an 
election, but the indirect effects of time 1 variables on time 2 variables 
through the autoregressive effects suggest that what takes place during cam- 
paigns has important consequences for employees' attitudes toward their 
jobs and unions after the decisions are made. 

In addition, the decisions themselves also affect subsequent attitudes, as 
can be seen by the effects of voter behavior on job satisfaction and union 
instrumentality at time 2. These results indicate attitudes toward jobs and 
unions after an election are, in part, a function of individuals' justifying their 
votes (Aronson, 1968). Individuals may make some cognitive adjustments so 
that their attitudes reflect their votes. The lack of a significant correlation 
between job satisfaction at time 2 and union instrumentality at time 2 sup- 
ports this argument. After the elections, individuals no longer evaluated 
union instrumentality in light of their current perceptions of working con- 
ditions. Given these findings, we recommend caution when looking at re- 
sults from retrospective studies. The relations reported among satisfaction at 
time 2, instrumentality at time 2, and voter behavior in this study are the 
reverse of what they are generally argued to be. Studies failing to incorporate 
measures from both before and after an election do not capture what appears 
to be an important aspect of understanding post-election attitudes, the jus- 
tification of behavior. It is through the simultaneous estimate of direct, me- 
diating, and longitudinal effects that we are better able to understand the 
unionization process and the effects that process has on subsequent atti- 
tudes. 

Further work in this area is needed. Like all research using archival data 
sets, this study is constrained by the measures used and the constructs 
examined. Researchers have discussed many additional constructs as im- 
portant antecedents of voter behavior and have developed better measures 
for constructs like job satisfaction. Additional work could determine what 
those constructs and improved measures contribute to explaining voter be- 
havior. In addition, although we assessed direct, mediating, and lagged ef- 
fects, several reciprocal relations may exist. For example, Brett (19808) ar- 
gued that job dissatisfaction results in the formation of a coalition designed 
to bring about changes in working conditions, suggesting a reciprocal rela- 
tion between social pressure and job satisfaction. It was not possible to test 
reciprocal relations with the present data because of identification problems 
(Williams & Hazer, 1986). Even with these limitations, initial tests of theo- 
retical relations such as those presented in this study make significant use of 
existing data, serving to help researchers develop better measures and meth- 
odologies that will support further development and testing of theories mod- 
eling the complexities of human behavior. 
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SELF- AND CO-WORKER PERCEPTIONS OF ETHICS AND 
THEIR RELATIONSHIPS TO LEADERSHIP AND SALARY 


RONALD B. MORGAN 
Independent Consultant 


This research examined perceptions of ethics on the premise that such 
perceptions have important implications for ethical behavior in organ- 
izations. Various raters assessed managers' ethics; subordinates and 
peers provided the least favorable assessments, which were directly 
related to perceptions of leadership but inversely related (for ratings by 
subordinates) to salary data. Implications for fostering ethical behavior 
in organizations are discussed. 


Perceptions of ethics warrant examination because of their potential 
role in determining the level of ethical behavior in organizations. Research 
on the impact of role models within organizations (Bandura, 1977) has fo- 
cused on the manner in which the behavior of significant individuals influ- 
ences behavior throughout an organization. Therefore, many authors have 
suggested that the ethical behavior of role models may provide guidance for 
the behavior of others in an organization (Andrews, 1989; Pascale, 1985; 
Trevino, 1986; Victor & Cullen, 1988). Under that premise, perceptions 
about the behavior of others may become determinants of ethical behavior 
independent of the formal mechanisms, such as codes and policies, through 
which organizations attempt to foster and manage behavior. 

Four surveys of managerial populations have identified the actions and 
behaviors of role models as a principal influence on unethical behavior 
(Arlow & Ulrich, 1988; Baumhart, 1961; Brenner & Molander, 1977; Posner 
& Schmidt, 1984). In each of these surveys, the respondents identified their 
immediate superiors as the primary influence on their ethical behavior and 
identified the behavior of peers as a secondary influence. Clearly, managers 

-believe that the ethical behavior of others, especially superiors, affects their 

own attentiveness to the ethical aspects of decisions and actions. Conse- 
quently, examination of those perceptions may be fundamental to under- 
standing and fostering ethical behavior in organizations. 

To further clarify the nature of perceptions of ethics, I examined two 
issues. First, the effects attributable to the perspective of the individual 
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“rating ethical behavior were examined. Second, the relationship of those 
perceptions to indexes of leadership and organization-based rewards were 
examined. 


RATER PERSPECTIVE AND PERCEPTIONS OF ETHICS 


An extensive literature on assessment and performance appraisal sug- 
gests that perceptions of a focal manager's attributes vary with the perspec- 
tive of the rater (Borman, 1974; Landy & Farr, 1980). To the extent that such’ 
differences in perceptions of ethics exist, a number of implications for un- 
derstanding and fostering ethical behavior emerge. 

First, differences in perceptions of ethics warrant examination because 
the potential consequences of those perceptions vary with the role or per- 
spective from which they are held. Specifically, self-perceptions are impor- 
tant because of their role in an individual’s ethical behavior and the indi- 
vidual's readiness for ethical coaching, training, and development. Percep- . 
tions of a manager's ethics held by subordinates and peers are important 
because of the impact those perceptions may have on the behavior of those 
individuals (Bandura, 1977; Baumhart, 1961; Brenner & Molander, 1977; 
Posner & Schmidt, 1984). Perceptions held by superiors are important be- 
cause of their role in fostering ethical behavior, controlling such organiza- 
tion-based. consequences as advancement and salary progression, and de- 
veloping links between an organization's expectations regarding ethical be- 
havior and the allocation of those rewards. Second, the analysis and 
systematic compilation of input from multiple perspectives is likely to pro- 
vide the most accurate portrayal of a manager's ethics. Third, the examina- 
tion of differences in perceptions of ethics could form the basis for identi- 
fying strategies to improve the monitoring, evaluation, and reinforcement of 
ethical behavior. For example, knowing that raters from one perspective 
(perhaps superiors) systematically overestimate how high subordinates' eth- 
ics are would signal a need for training the superiors in observing and eval- 
uating ethical behavior. Given the importance of the perspective of the rater, 
I examined research related to the effects of rater perspective on ratings of 
other attributes and drew hypotheses about perceptions of ethics from that 
review. 


Perceptions Held by Self and Others 


When self-ratings of other attributes, such as abilities and performance, 
are compared to ratings by others, the self-ratings are typically more favor- 
able (Klimoski & London, 1974; Mount, 1984; Thornton, 1980; Tsui & Barry, 
1986), and they show lower convergence with.other ratings and sources of 
data than do ratings provided by others (Harris & Schaubroeck, 1988; Mabe 
& West, 1982; Mount, 1984; Thornton, 1980). Researchers have often attrib- : 
uted differences between self-ratings and others' ratings both to deficiencies 
in the self-rater’s awareness, which are ascribed to defense mechanisms that. 
function to maintain self-esteem (Greenwald, 1980), and to inhibition of 
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self-disclosure, which is ascribed to seeking to present a socially desirable 
image. The nature of ethics-related judgments—their relevance to individ- 
ual self-esteem and desires for high levels of social desirability — would 
seem to intensify rather than reduce these effects in self-ratings, fostering 
differences in managers' and others' ratings of their ethics. It is reasonable to 
assert that the process of evaluating one's own ethics will engender attempts 
to maintain both self-esteem and a socially desirable image. 


- Hypothesis 1: Self-ratings of ethics will be more favorable 
to an individual than ratings provided by others. 


In addition to being more favorable than ratings provided by others, in 
a number of studies self-ratings have shown lower convergence with various 
criteria than ratings provided by others (Harris & Schaubroeck, 1988; Lawler, 
1967; Mabe & West, 1982; Mount, 1984; Thornton, 1980). In their recent 
meta-analysis, Harris and Schaubroeck (1988) reported higher convergence 
for peer-supervisor ratings (p = .62) than for self-peer (p = .36) or self- 
supervisor ratings (p = .35).’ It is reasonable to expect that attempts to 
maintain self-esteem and social desirability will affect individuals' percep- 
tions and reporting of their ethics and thus reduce the convergence of self- 
ratings and ratings provided by others. 


Hypothesis 2a: Convergent correlations between ratings 
of a manager's ethics provided by superiors, subordi- 
nates, and peers will exceed convergent correlations be- 
tween self-ratings and ratings provided by others. 


Hypothesis 2b: Correlations between self-ratings of a 
manager's ethics and superiors', peers', and subordinates' 
ratings of that manager's ethics will be lower than corre- 
lations between self- and others’ ratings for dther attri- 
butes. 


Ratings by Others 


Although the properties of ratings by superiors and peers have shown 
greater interrater agreement than self-other comparisons (Harris & Schaubro- 
eck, 1988; Lawler, 1967; Mount, 1984), differences between those groups 
have been reported (Ferris, Yates, Gilmore, & Rowland, 1985). Some re- 
searchers (Feldman, 1981; Landy & Farr, 1980) have described processes 
underlying interpersonal evaluation. Conceptualization of those processes 
provides a strong theoretical basis for differences in perceptions of ethics 
between groups of raters. First, superiors and peers may have different op- 
portunities to observe a focal manager. It is reasonable to expect that ethical 
decision making may be less open and readily observable than other dimen- 
sions of performance. Furthermore, it is reasonable to speculate that peers 
and subordinates would have greater opportunity to observe the day-to-day 
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1 Harris and Schaubroeck did not report correlations for ratings by subordinates. 


1993 Morgan 203 


ethical behavior of managers than will superiors. Second, raters with differ- 
ent perspectives may apply different standards to the interpretation of a 
manager's behavior. Third, their perspectives may affect their perception, 
memory, and recall of behavior (Feldman, 1981; Landy & Farr, 1980). For 
example, Bernardin (1979) suggested that the organizational role of a rater 
may predispose him or her to attend to certain elements of the job whose 
incumbent is being rated while neglecting others. It is reasonable to assert 
that superiors may well place more emphasis on results than on means 
(Brenner & Molander, 1977; Zammuto, London, & Rowland, 1982). Finally, 
a focal manager may well display different behavior when in the presence of 
superiors, peers, and subordinates, a discrepancy perhaps best characterized 
as the "Eddie Haskell effect."? Regarding the last point, there is some basis 
for suggesting that behavior in the presence of superiors may differ from 
behavior in the presence of peers or subordinates. At least one author has 
described how the hierarchical nature of organizations leads subordinates to 
conceal negative information from their superiors (Bartolome, 1989). 


Hypothesis 3a: The perspective from which others evalu- 
ate a manager's ethics—that of superior, peer, or subor- 
dinate—will affect ratings of ethics. 


Hypothesis 3b: Ratings of a manager's ethics provided by 
superiors will be more favorable to that individual than 
ratings provided by. peers and subordinates. 


Perceptions of Ethics, Leadership, and Organization-based Consequences 


An additional aspect of understanding and managing ethical behavior 
within organizations is the relationship of perceptions of ethics and various 
criteria of individual effectiveness. I examined two specific criteria: leader- 
ship, and individual salary and salary progression. 

Ethics and leadership. Ethical behavior is frequently cited as a compo- 
nent of leadership. Practitioners have noted that ethical development is 
necessary to an individual's success as a leader in organizations (Brenner & 
Molander, 1977; Butcher, 1987; Mortensen, Smith, & Cavanagh, 1989; Pos- 
ner & Schmidt, 1984; Sussman, 1979). Furthermore, various models of man- 
agerial effectiveness and leadership include attentiveness to ethical issues as 
a component of leadership (Badaracco & Ellsworth, 1989; Boatright, 1988; 
Enderle, 1987; Maccoby, 1981). In perhaps the most systematic summary of 
leadership research to date, Stogdill summarized ten factor-analytic studies 
in which integrity was identified as a leadership trait (Stogdill's study is 
described in Bass [1981]). To the extent that ethics is a critical component of 
leadership, perceptions of the ethical behavior of managers should corre- 
spond to assessments of their leadership. 


2 Eddie Haskell is a fictional television character noted for changing his behavior when in 
the presence of adults. 
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Hypothesis 4: Self-ratings of ethics will be a strong posi- 
tive correlate of self-perceptions of leadership. 


Hypothesis 5: Ratings of a manager's ethics provided by 
others will be a strong positive correlate of others' per- 
ceptions of that individual's leadership. 


Ethics and organization-based consequences. Fostering ethical behav- 
ior in organizations necessitates using organization-based consequences to 
both discourage unethical behavior and encourage attentiveness to ethical 
issues. A number of authors (Kerr, 1975; Lawler, 1975) have described the 
necessity of linking valued outcomes to behaviors desired by an organiza- 
tion's top managers. Hegarty and Sims (1978, 1979) demonstrated the effects 
of reinforcement contingencies on unethical decision making. Furthermore, 
both Kerr (1975) and Jansen and Von Glinow (1985) described the manner in 
which dysfunctional reward systems operate to foster *counternorms"' in- 
consistent with the ethical standards of an organization, resulting in what 
the latter authors termed “ethical ambivalence.” 

To the extent that ethical behavior is valued in organizations, it too 
should be integrated into the reward structure. However, there is little evi- 
dence to suggest that organizations fully employ formal reward structures as 
a means of promoting ethical behavior. For example, 50 percent of the re- 
spondents to the Brenner and Molander survey felt that “one’s superiors 
often do not want to know how results are obtained, as long as one achieves 
the desired outcome" (1977: 62). If organizations' top managers wish to 
foster ethical behavior, there should be a direct relationship between per- 
ceptions of ethics and individual rewards within the organizations. To the 
extent that perceptions of ethics are inconsistent with reward allocation, 
attentiveness to ethical issues will diminish. This study explored the rela- 
tionship between self- and others' perceptions of manager's ethics and two 
organization-based rewards, salary and salary progression. 


METHODS 
Data 


The data were collected as part of the development of the Leadership 
Development Report (LDR-1) instrument (Human Synergistics, 1988). An 
earlier work (Morgan, 1989) reported scale properties for the LDR-1 instru- 
ment and additional details about the sample and methodology. 

Respondents were 385 managers representing diverse industries, organ- 
izations, and levels of management. Participation was voluntary. Each focal 
manager selected between four and six superiors, peers, and subordinates 
familiar with his or her on-the-job behavior to serve as raters; a total of 1,965 
raters participated in the research. Each focal manager completed a self- 
assessment questionnaire, and each other-rater completed a confidential 
questionnaire parallel in form. The questionnaires collected ratings of 320 
leadership-relevant behaviors scored along 13 factor-analytically derived di- 
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mensions. A separate section of the questionnaires collected subjective cri- 
teria consisting of 31 items measuring various aspects of influence and lead- 
ership. The 31 items produced ten factor-analytically derived dimension 
scores including nine specific aspects of leadership and one 5-item evalua- 
tion of the focal managers' performance as leaders in their organizations. 


Measures and Items 


Ethics scale. Two of the 13 LDR-1 scales, integrity and self-serving be- 
havior, and a 1-item trust measure were the foci of the current study. On the 
basis of their conceptual similarity, factor loadings, and high interscale cor- 
relation (r — .59, self-ratings; r — .79, other-ratings), I combined the three 
scales into one global, 15-item measure of ethics (a = .93). The 14 items from 
the integrity and self-serving scales were measured using a seven-point fre- 
quency scale (1 — never, 2 — almost never, 3 — sometimes, 4 — about half 
of the time, 5 = often, 6 = almost always, 7 = always). Three examples of 
items are: "Accepts responsibility for own actions," “Considers the ethical 
implications of actions," and “Will take advantage of others to accomplish 
own goals." Negatively phrased items were reverse-scored so that high val- 
ues reflect high levels of ethical behavior. 

Leadership criteria. I used the 5-item leader scale from the LDR-1 as a 
correlate of perceptions of ethics. A sample leadership item is: “This person 
is seen as a leader." Internal consistency («) for the 5-item scale is .94. 

Salary criteria. Figures for current (1987) salary and salary in four other 
years (1975, 1978, 1981, and 1984) were also collected from each focal par- 
ticipant. I then used the reported salary for each date and salary progression, 
measured as the percentage change over the four time intervals, as criteria. 


RESULTS 
Self- and Others' Perceptions of Ethics 


Hypothesis 1 predicts that self-ratings of ethics will be higher than rat- 
ings provided by others. I conducted two analyses to test Hypothesis 1. First, 
a t-test of the difference between self- and others’ ratings was computed. For 
each focal manager, all ratings by others were aggregated into one overall 
rating. The results reveal systematic differences (self, x — 6.14; others, X — 
5.72; t — 11.36, p « .0001). The source effect accounts for 16.3 percent of the 
variability in ratings of ethics. To compare the effects of rater perspective, I 
examined the subjective ratings of leadership. Although the self-other dif- 
ference is significant for those ratings (t = 7.67, p < .001), rater perspective 
accounts for less variability in the ratings of leadership than in the ratings of 
ethics (R^ = 7.30). The results provide strong support for Hypothesis 1. 

A second analysis examined the effect of rater source across the four 
rater groups (focal managers, superiors, peers, and subordinates). Because 
the managers were allowed to select their own assortments of superior-, 
peer-, and subordinate-raters, not all managers selected raters from each 
perspective. Consequently, to ensure that subgroup comparisons were based 
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on a uniform set of focal managers, I restricted the subgroup analyses to 
respondents who chose raters from each of the three groups of others (N — 
187). Results of analyses of variance (ANOVAs) revealed no systematic dif- 
ferences in age, years in management, years in a company, level, and ratings 
of ethics for this portion of the total group. Table 1 presents descriptive 
Statistics and scale intercorrelations for this portion of the data. 

The overall rater source effect is significant for the ethics scale (F — 
20.59, df — 3, 741; p « .0001). Examination of pairwise comparisons with 
the Newman-Keuls procedure (hypothesiswise a = .05) revealed that self- 
ratings were significantly more favorable to the focal managers than the 
ratings provided by superiors, peers, and subordinates. The results provide 
additional support for Hypothesis 1. 

Hypothesis 2a asserts that the correlations between self-ratings and rat- 
ings by others will be lower than the correlations among ratings provided by 
others. Table 1 presents the intercorrelation of the subgroup ratings. Exam- 
ination of the convergent correlations for the ethics variable reveals that 
self-ratings converge with ratings from only one of the three subgroups, 
superiors (r = .19, p « .01). Of the ratings by others, correlations for two of 
the three pairings (superior-subordinate and superior-peer) are statistically 
significant (r = .27, p < .001 and r = .35, p < .001, respectively). Peer and 
subordinate ratings are not correlated. The relatively low interrater reliabil- 
ities for peer and subordinate ratings restrict correlations between those 
ratings and other variables. Statistical tests of the difference in magnitude of 
the correlations revealed that only one of the two significant correlations 
provided by others exceeds the one significant, self-based correlation: the 
. Superior-peer correlation is significantly greater than the self-superior cor- 
relation (Z = 1.69, p = .046). The superior-subordinate correlation is not 
significantly different from the self-superior correlation. The results provide 
partial support for Hypothesis 2a. 

Hypothesis 2b predicts that self-ratings of ethics will show lower con- 
vergence with ratings by others than will be characteristic of ratings of other 
attributes. Whereas only one of the self-other ethics correlations is statisti- 
cally significant, each of the self-other pairings is statistically significant for 
ratings of leadership. However, none of the three significant self-other lead- 
ership correlations is statistically greater in magnitude than the one signif- 
icant self-other ethics correlation. The results do not support Hypothesis 2b. 

Hypothesis 3a predicts that a rater’s perspective will affect ratings of 
ethics. To examine this assertion, I conducted an ANQVA treating rater 
perspective as the independent variable. The source effect is significant (F = 
3.48, df = 2, 558, p < .05), providing support for Hypothesis 3a. Table 1 
gives the mean scores for each group. 

Hypothesis 3b predicts that ratings of focal managers’ ethics provided 
by superiors will be more favorable than ratings provided by peers and 
subordinates. Results of planned comparisons with the Newman-Keuls pro- 
cedure (hypothesiswise o = .05) reveal that ratings by superiors are more 
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favorable than ratings provided by either peers or subordinates, supporting 
Hypothesis 3b. 


Ethics and Leadership 


Hypothesis 4 predicts that self-perceptions of ethics will be related to 
individuals’ views of themselves as leaders. Consistent with expectation, 
there is a strong positive correlation between self-perceptions of ethics and 
self-perceptions of leadership. 

Hypothesis 5 asserts that others' perceptions of a focal manager's ethics 
will be related to their view of the manager as a leader. Examination of the 
relationships presented in Table 1 reveals that perceptions of ethics are 
correlated with perceptions of leadership for all three subgroups of others. It 
is important, however, to note that the correlations between same-source 
subjective ratings are based on split files. However, self- and superior ratings 
could not be split. Consequently, common method variance may inflate 
those correlations. Of the two ratings not distorted by method variance, the 
magnitude of the relationship is strongest for ratings by subordinates. For 
subordinates, perceptions of ethics account for 11.6 percent of the variability 
in perceptions of leadership. For peers, ethics accounts for only 2.3 percent 
of the variability in perceptions of a focal manager's leadership. 


Ethics, Salary, and Salary Progression 


An additional purpose of this research was to explore the relationship 
between perceptions of ethics and organizational reward practices. Exami- 
nation of Table 1 reveals that self-perceptions of ethics are directly related to 
salary at the time of measurement. However, self-perceptions are inversely 
related to salary progression for one of the four salary change variables, 
short-term salary change. 

When others’ perceptions of a focal manager's ethics and the salary 
variables are examined, the results indicate that ratings of ethics provided by 
superiors are directly related to salary, with three of the five correlations 
statistically significant. However, ratings by subordinates are inversely re- 
lated to salary, with three of the five correlations statistically significant. 
Managers who are seen by their subordinates as consistently demonstrating 
ethical behaviors tend to report lower salaries. Peer ratings of ethics show no 
relationship to focal managers’ salaries but do show one inverse relationship 
to salary change. 


DISCUSSION 


The data imply a number of conclusions. 


o Rater Perspective and Perceptions of Ethics 


First, self-raters characterize their ethical behavior as higher than do 
their co-workers. Although the discrepancy between self-ratings and the 
aggregated: judgments of co-workers is also characteristic of the leadership 
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ratings, judgments about ethics produce a stronger discrepancy, with the 
source of the rating accounting for 16 percent of the variability in percep- 
tions of ethics. Self-ratings are significantly more favorable than ratings by 
superiors, peers, and subordinates. When 1 examined convergence of the 
ratings, self-ratings correlated with those of only one of the three subgroups, 
superiors. Together, these results suggest that managers are likely to show 
only moderate agreement with others' assessments of their ethical standards 
and behavior. Underlying causes of the:self-other discrepancy may well be 
both the presentation of a socially desirable image and the protective mech- 
anisms of self-esteem (Greenwald, 1980). Future research should investigate 
the processes through which individuals attend to, evaluate, recall, and 
report their own ethical and unethical behavior. Do the protective mecha- 
nisms of self-esteem make individuals disinclined to see the ethical impli- 
cations of their own actions? Or do those processes result in managers using 
different standards when evaluating their own and others' behavior? Are 
self-raters less able to recall their own ethical dilemmas? Finally, are self- 
reports of ethical and unethical behavior simply distorted by social desir- 
ability processes designed to make individuals look as good as possible 
within the hierarchical realities of organizations (Bartolome, 1989)? 

The discrepancies between self-ratings and others' ratings suggest that 
individuals and organizations could well benefit from management devel- 
opment efforts organized around analysis of self- and others' perspectives on 
managerial ethics. Learning that their own views differ from others' views 
could motivate managers to examine their approaches to the ethical aspects 
of decisions and actions. 

A second conclusion derived from the data is that others' perceptions of 
a managers' ethics vary with the perspective of the rater. Notably, of the three 
groups studied, superiors presented the highest ratings. The fact that supe- 
riors rate focal managers' ethics more favorably than peers or subordinates, 
but less favorably than the managers' themselves, is consistent with sugges- 
tions that superiors neglect their role in managing ethics and prefer to focus 
on results rather than on how those results have been obtained (Brenner & 
Molander, 1977). Furthermore, the pattern of results is also consistent with 
the notion that organization members hide their questionable practices from 
their superiors (Bartolome, 1989). 

These subgroup differences have important implications for the man- 
agement of ethical behavior in organizations. Because subordinates lock to 
their managers to set standards for ethical behavior and managers serve as 
models of acceptable organizational practices, subordinates’ holding the 
least favorable perceptions of the focal managers’ ethics suggests that organ- 
izations may want to encourage managers to focus greater attention on eth- 
ical issues in their interactions with subordinates. Subordinates’ perceptions 
of managers guide and justify the subordinates’ own behavior. In addition, 
the fact that superiors, who were entrusted by the organizations to monitor 
and appraise the focal managers’ behavior, held the most favorable views of 
their ethics also warrants attention, Do the differences in ratings reflect 
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circumstantial differences in the managers’ behavior (the “Eddie Haskell 
effect") or differences among the rater groups in the perceived importance of 
the attribute assessed, in the evaluation standards used, or in other aspects 
of the performance evaluation process? Future research should examine sys- 
tematic subgroup differences in ethical standards and in processes of ethical 
decision making at different organization levels and within different sub- 
groups. In the meantime, organizations may well benefit by training and 
motivating superiors to be more attentive to the ethical behavior of their 
subordinates. In addition, organizations that choose to appraise ethical be- 
havior may increase the validity of those appraisals by collecting appraisals 
from multiple perspectives, including that of subordinates. 


Ethics, Leadership, and Organization-based Consequences 


Ethics and leadership. The research also examined the relationship be- 
tween perceptions of ethics and leadership. There was a direct relationship 
between perceptions of ethics and judgments of leadership for each rater 
subgroup. However, perceptions of ethics appear more salient to subordi- 
nates' than to peers' perceptions of leadership. This finding suggests that 
ethical behavior may enhance a manager's stature as a leader in the eyes of 
subordinates. Ethical behavior appears to contribute to credibility as a 
leader. 

Ethics, salary, and salary progression. The research also examined the 
relationship between perceptions of ethics and organization-based rewards. 
Although self- and superiors' ratings of ethics were directly related to a focal 
manager's salary, ratings of ethics provided by subordinates were inversely 
related to the salary data. Those seen by their subordinates as consistently 
demonstrating ethical behaviors tended to report lower salaries. Further- 
more, there is evidence of an inverse relationship between salary progres- 
sion and ethics for both self-ratings and ratings by peers. Alternate interpre- 
tations of this pattern of results are explored next. 

The first issue that must be raised is causality: the data do not allow 
clear inferences regarding the direction of causality. The negative relation- 
ship between perceptions of ethics and salary and salary change can be 
interpreted in two ways. First, the inverse correlations could be symptom- 
atic of the reward structures of the participating organizations, which may 
have neglected to reward ethical behavior and fostered ethical ambivalence 
or even unethical behavior. Compensation is often tied to getting results, 
sometimes without attention to how those results are obtained. Conse- 
quently, managers less attentive to ethical concerns (as observed by their 
subordinates) may have shown the greatest salary progression. The direct- 
ness of the correlations computed for the superior subgroup does not elim- 
inate that possibility. Superiors are, in most organizations, participants in 
compensation decisions, if only indirectly through such means as ratings on 
a performance appraisal. It remains possible that superiors were merely 
ambivalent about or unaware of unethical actions of the focal managers and 
were basing rewards on other factors, like results. The inverse relationships 
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would then be artifacts of the organizations' failure to incorporate attentive- 
ness to ethics into compensation decisions. The inverse ethics—salary 
change correlations for both self-ratings and ratings by peers provide further 
support for this explanation. Finally, it is also important to note that the 
design of the current study limits the test of the idea that ethics affect salary 
because the data on salaries and salary progression histories came from 
times preceding the ratings of ethics. A predictive validation of the ethics 
measure by collecting the salary data over time would provide a more con- 
clusive test of the relationship. 

A second interpretation of the inverse relationships is that a manager’s 
salary level and progression influence others' perceptions. The design of the 
study makes this the more pleusible interpretation. In effect, this interpre- 
tation suggests that co-workers make inferences about ethics that are based 
on the salary progression they see in others and diminish others' accom- 
plishments by attributing their success to ethical compromises. The inverse 
relationship between salary and subordinates' ratings may be symptomatic 
of a general distrust of those who appear to have prospered within an organ- 
ization. 

Clearly, the nature of the salary data also limits conclusions. Those data 
cannot be treated as totally objective, based as they are on the recollections 
and reports of the self-raters. Arguably, the inverse relationship between 
others’ ratings and a focal manager's salary could be a consequence of bies in 
the salary data: those seen by others as less attentive to ethics may have been 
more likely to exaggerate their salaries, accounting for the inverse salary- 
ethics relationships. However, the design of the study gave managers little 
motivation to distort their reports of salary. Furthermore, it is reasonable to 
assume that errors induced by memory or deception would not result ix the 
reversal of a direct (positive) ethics-salary relationship, if that in fact were 
the true nature of the relationship. Although the self-reports undoubtedly 
introduced distortion, there is no clear basis on which to suggest that they 
account for the inverse correlations with the salary data. 

Despite the lack of clarity as to the direction of causality, the results 
warrant attention. When viewed simply as perceptions managers hold a»out 
ethics, the inverse correlations may represent a belief that ethical behavior is 
inconsistent with salary progression. Organizations should address this is- 
sue. Doing so would require two actions: First, organizations’ top manegers 
should examine the extent to which they actively incorporate attentiveness 
to ethical behavior into the processes used to manage employee perfor- 
mance. Specifically, to what extent are they attentive to ethical issues vyhen 
setting goals and objectives? Does the organization have a formal process for 
monitoring ethical behavior related to goals? Is attentiveness to ethics a part 
of the formal performance appraisal process? Finally, to what extent does the 
organization incorporate attentiveness to ethics into the compensation pro- 
cess? Is salary advancement determined only by results, with no counter- 
balancing concern for means? 

Clearly, perceptions about both ethics and the consequences associated 
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with ethical behavior have tremendous implications for fostering ethical 
behavior in organizations. Perceptions about reward systems may become 
more important determinants of behavior than the actual realities of those 
reward systems (Kerr, 1975; Lawler, 1975). A lack of clear and direct links 
between ethical behavior and salary diminishes assertions that organization- 
al reward processes are functioning in a manner that fosters ethical behavior. 
Consequently, the second action that organizations should take is to exam- 
ine those perceptions directly. Specifically, to what extent do organization 
members believe that ethical behaviors are instrumental to achieving organ- 
ization-based rewards? If ethical behavior is not viewed as instrumental to 
valued consequences, organizations should provide clear indicators to coun- 
teract those beliefs. Giving attention to ethical issues in all phases of the 
performance management process (setting objectives, monitoring perfor- 
mance, conducting performance appraisals, and allocating salary and other 
rewards) will indicate the true importance of ethical behavior in an organ- 
ization. 
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tinction between national and international issues. This change is reflected in part by the 
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a significant role in evolution of firms and in the development of their key strategic resources. 
National patterns in firm strategies may persist even as financial, product, and labor markets 
continue towards globalization. The long-run implications of such differences in firms and in 
sources of competitive advantage need to be understood. i 

The ideal paper for this forum might take a number of diverse forms. For example, research 
focusing on the relation of cultural values such as the concept of face and its relation to the 
provision of feedback in a performance appraisal context would be appropriate. Likewise, 
research focusing on the cultural, organizational, and/or strategic reasons for differences in 
risk-seeking behavior by organizational members or subunits in an international context would 
also be appropriate. Other examples may include the analysis of diversification and vertical 
integration patterns of multinational firms (including the role of alliances), examination of 
country patterns in entry strategy, intercultural differences in organizational practices (e.g., 
human resource management), intercultural differences in management of innovation, and the 
design and strategic management of multinational corporations. Our primary interest is to 
encourage submissions from all academy divisions and diverse disciplines that provide inno- 
vative ways of addressing international management interests. 

In preparing manuscripts, authors should follow standard requirements specified in AMJ's 
"Style Guide for Authors." Cover letters should request that papers be considered for this 
special research forum. Five copies should be sent to the main Academy of Management 
Journal office. Papers must be received no later than September 1, 1993. All submissions will 
be blind reviewed in accord with AMJ's normal review process and criteria. Prospective con- 
tributors desiring further information may contact Chris Earley at (714) 858-6921, or Harbir 
Singh at (215) 898-7722. 
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humane vision of business, Solomon 
argues for the virtues of honesty, trust, 
fairness, and compassion in the competi- 
tive business world. $29.95 





A PRACTICAL GUIDE FOR 
BUSINESS SPEAKING 


EDWARD P. BAILEY, JR. 


"Next to snakes, the greatest fear stalking 
most Americans is public speakinz. Small 
wonder, then, that Bailey's guide is 
couched in the friendliest of narretives 
and the simplest of instructions. His 
how-to approach focuses on dealing with 
the organization and mechanics af 
presentations. Included are such subjects 
as the selection and design of viet al aids, 
audience particitation, delivery tezh- 
niques, and the question-and-answer 
session. Examples proliferate and the 
clearly stated directions are exacty what 
the doctor ordered" —Booklist. $16.00 


At better bookstores. To charge, call 1-800-451-7556 (M-F, 9-5. EST: 


OXFORD 


UNIVERSITY 


PRESS 
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The Best in The Business 


pr 
Jona 


AX FOUNDATION 
FOR 
TOTAL OUALELY 
ALANAGEFMENI 





QUALITY IS PERSONAL 

A Foundation for 

Total Quality Management 
V. Roberts, 


University of Chicago and 
Bernard F. Sergesketter, 
AT 


Foreword by Robert W. Galvin 

In this penetrating guide to involving employees 
in the process of Total Quality Management, 
Roberts and Sergesketter argue that “personal 
quality checklists"—by which employees 


monitor waste reducers and adding activities 
in their immediate work environment—can 
SECH increase individual ek RE. 
the general concepts and implementation 
TQM. Drawing on two years ol research at 
AT&T, they demonstrate how personal q iul 
checklists can lead to incremental changes 
even major breakthroughs in quality improve- 
ments. This book is sure to become the training 
manual for TQM in the 1990s and beyond. 
66The single most powerful concept to 
leverage the personal Se A oh theq ët 
process since the Malcolm Bal dido Natio 
Quality Award...99 
—Robert W. Galvin, Chairman of the 
Executive Committee, Motorola, Inc. 


April 1993 0-02-926625-4 $19.95 paper 
0-02-926626-2 $29.95 cloth 


CUTTING THE RED TAPE 
How Western Co 
Can Profit in the New Russia 


Mark Tourevski and 
Eileen Morgan 
€éDon't miss this book. It translates cross- 
cultural differences that all too often get ‘lost in 
translation' and that can make or break a deal. 
A real backstage tour.** 
—James P. Corporate 
Management Development Manager, General 
Electric Company 
€éThe authors demonstrate the best practices 
which have worked for other firms to master 
the large. emerging Russian market.99 
—Dave Ulrich, University of Michigan 

1993 0-02-932715-6 $24.95 


ECONOMIC PRINCIPALS 

The Masters and Mavericks of 

Modern Economics 

David Warsh 

6€David Warsh's column in the Boston 

Globe is unique: the only regular, thoughtful, 

and frequently irreverent discussion of 

economics and economists in any Ametican 

per. A large number of readers will be 

delighted ed to have available this wonderful and 

most ud collection of nbn EL 

—Henry Rosovsky. University 
1993 0-02- Se $29.95 


REINVENTING 

THE WAREHOUSE 

World Class 

Distribution Logistics 

Roy L. Harmon, Andersen Consulting 
Having successfully "reinvented the factory" 

in his previous books, Harmon extends his 


"discussion of productivity from the factory to 


the 21st century wareliouse. Harmon illustrates 
real-life applications of important warehousing 
improvements in over 50 companies through- 
out the world and presents state-of-the-art 
warehouse designs for high-quality, lightning- 
fast, low-cost customer service. 

March 1993 0-02-913863-9 $39.95 





1993 


MARKETING PLACES 
Attr. Investment, 

` Ind , and Tourism to 
Cities, es, and Nations 


Philip Kotler, Donald Haider. 
and Irving Rein, all : 


Northwestern University 
Today's headlines report cities going bankrupt, 
states running large deficits, and nations stuck 
in high debt and stagnation. Kotler, Haider and 
Rein argue that thousands of "places"—cities, 
states, and regions—must, like any market- 
SE business, m doen d e irr 
eveloping indus olicies for buil 
M their local economy. This SE 
ide for strategic marketing of places will be 
e framework lor economic development in 
the 1990s and beyond. 
March 1993 0-02-917596-8 $35.00 


Empowering People for 
Continuous Improvement 


Kiyoshi Suzaki, suzaki and Company 
In this first departure from the time-and- 
motion dictums of Frederick Taylor that have 
influenced management practices for most of 
` this century, Suzaki offers a framework for 
successfully conducting business at its most 
crucial point—the shop floor. Drawing on the 
principles of holistic management, where 
organizational boundaries are smashed and co- 
destiny is created, Suzaki demonstrates how 
modern shop floor management techni sae 
focusing maximum energy on the front li 
e to dramatic improvements in 
DC and value-added-to-services. 
March 1993 0-02-932265-0 $29.95 
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THE WORKING LEADER 
The Triumph of 
Performance Over 


Management Principles 
Leonard R. Sayles, 
Center for Creative Leadership 
66The Working Leader is an immensely valuable, . 
refreshingly clear treatise on leadership. Rarely 
does a book have so many practical insights. 
This is a book to be read, re-read, savored, and 
digested. A major contribution to the scholar- 
ship and practical literature on leadership.*9 
—J. Ronald Fox, Harvard University 

1993 0-02-927755-8 $24.95 


Now available in paperback— 
‘ON LEADERSHIP 
With a New Preface from the Author: 
ohn W. Gardner 
A powerful antidote to the nation's 
leadership crisis.99 
—Fred M. Hechinger, President, The New . 


York Times Company Foundation, Inc. 
1993 0-02-911312-1 $16.95 paper 


CAPITAL IDEAS 

The Improbable Origins of 
Modern Wall Street 

Peter L. Bernstein 


“This is a great book. Bernstein captures 

marvellously the excitement of the search for 

new ideas.99 à ; 

—Richard , London Business School 
1993 0-02-903012-9 $12.95 paper 


WORKING FOR 

THE JAPANESE 

Inside Mazda's 

American Auto Plant 
Joseph J. Fucini and Suzy Fucini 
66One of the Ten Best Business Books of 
1990...triumphs as an eye-opening, sweat- 
stained account of what goes on behind 

the plant doors.9* 


-——Business Week - 
1992 0-02-910932-9 $12.95 paper 


THE FREE PRESS 


A Division of Macmillan, Inc JA Maxwell Macmillan Company 
10022 


866 Third Avenue, New York, NY 
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NEW FROM LEXINGTON BOOKS 


LIGHTNING STRATEGIES 
‘FOR INNOVATION 

How the World’s Best Companies 
Create New Products 

Willard I. 

seBill 's keen insights, gens i from 
the role models of product creativity, will 
spark a company’s innovative process and 
enhance its appeal to customers.99 
—Robert W. Galvin, Chairman of the 
Executive Committee, former Chairman 
and CEO, Motorola 

1992 0-02-935675-X $24.95 


THE HANDBOOK FOR 
FOCUS GROUP RESEARCH 
Revised and Expanded Edition 
Thomas L. Greenbaum 
éeThe depth of knowledge of focus 
reflected in this book is not only 
astounding but is clearly arti 
- imagine a reader not finding herein new 

‘thoughts about focus groups or, more impor- 
tant, ideas of specific applications for the 
reader's business.99 
—Roy Bostock, Chairman and CEO, 
D'Arcy Masius Benton & Bowles, Inc., 
from the Foreword 

1993 0-669-27799-1 $24. 95 


- THE SAVE YOUR 
BUSINESS BOOK 


y 


ted. y cannot 


A Survival Manual for 

Small Business Owners 

John Goldhammer 

Goldhammer rovides essential information 


on creditors’ c , bankruptcy, debt 
restructuring, and business reorganization, 
and goes beyond these financial issues to 
share what a business on the brink needs to 
know about motivating employees, market- 
ing, advertising, and ethics. His no-nonsense, 
practical advice will be welcome help for 
owners of troubled small businesses. 

1993 0-02-912115-9 $19. 95 


LEARNING TO 
MANAGE CONFLICT 
Getting People to ` 
Work Together Productively 
Dean Tjosvold 
€eTjosvold describes how to apply the princi- 
ples of conflict management to real life situa- 
tions so that each person builds self-esteem, 
opposing parties build relationships, and the 
organization benefits from better decisions. 
This book is one to read and apply directly 
to work and home situations.99 
—Frank Pierce Johnson, 
Employee Relations, Ethyl Corporation 

1993 0-02-932491-2 $24.95 


AIDS IN THE WORKPLACE 
Legal Questions and 
Practical Answers 


Updated and Expanded Edition 
William F. Banta 
«Anyone who has any interest in learning 
how to deal with AIDS in the workplace will 
need to have a copy of this book. It is an 
absolutely invaluable guide written by one 
of America's foremost legal experts of this 
frightening disease.99 
—Erie Chapman, J.D., President and CEO, 
U.S. Health Corporation 

1992 0-669-28056-9 $35.00 


COMMODITY ADVERTISING 
The Economics and Measurement 
of Generic Programs 
Olan D. Forker and Ronald W. Ward 
Over $750 million are spent annually to 
promote agricultural commodities. Here, for 
the first time, is a book that explores how 
that money is raised and spent, the economic 
effectiveness of commodity promotions, 
and the differences between commodity 
and brand advertising.- 
1993 0-02-910405-X $39.95 
For credit card orders, 
call toll-free 1-800-323-7445 


cy LEXINGTON BOOKS 


GB/s 
Gi WE FOR PROFESSIONALS 
of Macmillan, Inc/A Maxwell Macmillan Company 


ps 


Avenue, New York, NY 10022 
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STRATEGIC MANAGEMENT 


Gregory G. Dess, University of Texas at Arlington 
Alex Miller, University of Tennessee 
944 pages * Order code: 0-07-016569-6 ^ 


How would your students like to hear Robert Crandall talk about the role of strategic manage- 
ment at American Aírlines? Or Anthony J.F. O'Reilly describe the corporate culture at H.J. 
Heinz Company? 


Strategic Management by Gregory Dess and Alex Miller is the only text that lets students: 
experience, first-hand, the real-world issues and challenges faced by executives such as these 
via twelve exclusive chapter-opening "Executive Interviews." Rely on Dess and Miller for 
sound treatment of all the basics, more examples than any other text on the market, 36 class- 
tested cases with 14 grouped into five industry-specific series, and in-depth integrated 
coverage of content areas encouraged by the AACSB, such as global competition and inter- 


national management, ethics and social responsibility, and entrepreneurship and small business. 


Supplements ‘include over 750 pages of extensively detailed author-prepared case ge 
class-tested exam questions, an integrated 8-part video series, and Pinnacle, McGraw- 
strategic management electronic database of selected Harvard Business School cases, North 
American Case Writers Association (NACRA) cases, and popular, frequently-taught cases 
selected for Pinnacle by a blue-ribbon selection panel. 


MANAGEMENT 
Courtland L. Bovée, C. Allen Paul Distinguished Chair, Grossmont College 
John V. Thill, President, Communication Specialists of America 
Marian Burk Wood, President, Strategic Management Services 
George Dovel, President, Dovel Group 
848 pages * Order code: 0-07-006831-3 ` 


Usher your students into the world of management through the eyes of real managers who work 
in real organizations -- for-profit companies, not-for-profit firms, and government agencies. In 
Management by Bovée, Thill, Wood, and Dovel hundreds of examples grab students' interest. 
Students not only read about management, they experience it firsthand through a variety of 
highly involving activities in every chapter that no other textbook can match. 





Bi For more information, contact your local McGraw-Hill representative or write: McGraw-Hill 
wh g College Division, Comp Processing and Control, P.O. Box 442, Hightstown, NJ 08520-0442 
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E 
With Dryden, You'll Prepare Your 
Students for Tomorrow— Today! 


1993 MANAGEMENT 


Strategic Human Resource Management 
William P. Anthony, Florida State University 
Pamela L. Perrewe, Florida State University 

K. Michele Kacmar, Florida State University 


Management, 3/e 
Arthur G. Bedeian, Louisiana State University 


Contemporary Business, 7/e 
Louis E. Boone, University of South Alabama 
- David L. Kurtz, University of Arkansas 


Career Design Software 
Eric O. Sandburg, DeVry Tech, Atlanta 
Crystal-Barkley Corporation 


Small Business: 

An Entrepreneur’s Plan, 3/e 

Lee A. Eckert, Saddleback College 

J.D. Ryan, Irvine Valley College 
Robert J. Ray, University of Washington 


Strategic Management, 5/e 


James M. Higgins, Rollins College 
Julian W. Vincze, Rollins College 


Dryden 


Strategic Management 
Concepts 

James M. Higgins, Rollins College 
Julian W. Vincze, Rollins College 


Modern Human Relations at Work, 5/e 
Richard M. Hodgetts, 
Florida International University 


Tactical Experiences in 

Human Resource Management 

K. Galen Kroeck, 

Florida International University 

Scott Fraser, Florida International University 


Influencing People in Organizations: 
Concepts and Cases 
Harry Wilkinson, Rice University 


Business Communication 
Chester L. Wolford, Penn State at Erie 
Gretchen Vanneman, Penn State at Erie 


For more information about these and 
other Dryden textbooks, or to order an 
examination copy, please contact your 
local Dryden sales representative or 
our sales office. 


The Dryden Press 

Harcourt Brace Jovanovich College Publishers 
7555 Caldwell Avenue, Chicago, IL 60648 
708-647-8822 
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back center stage. 
368 pages $27.95 


CORPORATE VENTURING 


‘University of Pennsylvania 





corporate ventures inside the firm. 


“This is corporate venturing advice at its best—practical, prudent, and 
. it demystifies the entrepreneurial process."— John J. Cheng, 
Vice President, Corporate Development, NYNEX Venture Company 


realistic . . 


$35.00 


ACCOUNTING FOR SUCCESS 

A History of Price Waterhouse 

in America, 1890-1990 

David Grayson Allen 

Kathleen McDermott, The Winthrop Group 
Set within the larger context of American 
business history, Accounting for Success traces 
the evolution of the century-old, distinguished 
accounting firm of Price Waterhouse. Allen 
and McDermott's work yields important 
insights into a prominent player in accounting 
history and on the current competitive 
challenges faced by both Price Waterhouse 
and the profession as a whole. 

400 pages $35.00 


384 pages 





The COMEBACK 
| heat The Restoration of American Banking Power 
| hainw | in the New World Economy 
i woii | Roy C. Smith, NYU Stern School of Management 
HL Kai 


In this timely book, former Goldman Sachs partner Roy C. Smith offers 
= a savvy look at where the world's three major trading blocs 
are heading aid offers a persuasive argument for why U.S. banks are poised to take 


Creating New Businesses within the Firm 
Zenas Block, NYU Stern School of Management 
and lan C. MacMillan, Wharton School, 


Here is a hands-on guide to designing, managing, and learning from 


Available at bookstores, or call 1-800-545-7685/617-495-6117 
For a complete catalog of our books, write: 


Harvard Business School Press, Boston, MA 02163 








NETWORKS AND 
ORGANIZATIONS 

Edited by Nitin Nohria and Robert G. Eccles, 
Harvard Business School 

In Networks and Organizations, thirty leading 
scholars in sociology and management 
explore the significant link between networks 
and organized action. Their findings 
demonstrate that networks are a vital com- 
ponent of organizations and must be 
understood in order to develop and maintain 
a competitive edge. 

560 pages $49.95 
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Awards for Papers 
on Entrepreneurship 


Sponsored by the Center for 
Entrepreneurial Studies 
Leonard N. Stern School of Business 
New York University 


The Center for Entrepreneurial Studies at the Leonard N. 
Stern School Business announces two awards for the best 
paper on Entrepreneurship written during the 1992—1993 
academic year. Papers may focus on any aspect of entrepre- 
neurship in start-up or established firms. Topics may in- 
clude, but are not limited to, performance of entrepreneurial 
firms, entrepreneurial education, innovation, economic pro- 
ductivity, venture capital, and corporate venturing. 


Up to two awards of $2,500 each will be made. Funding for 
the competition is provided by the Center to acknowledge 
and support research on entrepreneurship. 


RULES FOR THE AWARD 
1. Open to full-time faculty at universities. 
2. The paper may be empirical, conceptual, or theoretical. 
It should be publishable in an academic or professional 
: journal and must not have been previously published. |. 
3. The subject may be approached through any discipline. 
4. Send three copies of the paper to the Center for Entre- 
preneurial Studies. 
5. Papers must be received no later than May 31, 1993. 


For more inforination call (212) 998-0070 or write to: 


The Center for Entrepreneurial Studies 
Leonard N. Stern School of Business 
New York University, Room 8-73 

44 West 4th Street 

New York, NY 10012-1126 
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DEAN, SCHOOL OF MANAGEMENT 
UNIVERSITY OF ALASKA FAIRBANKS 


The University of Alaska Fairbanks invites applications for the position of Deen. 
The school, consisting of 30 faculty, 900 undergraduates, and 75 graduates, offers 
AACSB accredited undergraduate and masters programs. 

UAF, a land, sea, and space grant institution, enjoys international prestige aad 
ranks 33rd nationally in external research funding. Located equidistant to Europe, 
Asia, and the east coast, Fairbanks is a community of 78,000, which Small Places 
Rated Almanac ranked fourth overall. The area offers unique recreational opportuai- 
ties. Property taxes are moderate with no sales, social security, or state income taxas. 
University benefits are excellent. 

Candidates must demonstrate sufficient academic, business, or other achieve- 
ments to warrant appointment to the rank of Professor. Preference given to candidaces 
with an earned doctorate in a related field and academic experience. Candida-es 
should possess administrative, interpersonal, and developmental skills, including the 
ability to build close ties with external constituencies. 

Application screening begins on February 22 and will continue until the position 
is filled. Send statement of interest, vita detailing scholarly, business, and admiris- 
trative qualifications, and five references to: Dr. Frank Williams, Dean, School of 
Engineering, Chair, SOM Dean Search Committee, 248 Duckering Building, University 
of Alaska Fairbanks, Fairbanks, AK 99775. 

THE UNIVERSITY OF ALASKA IS AN AA/EO EMPLOYER AND EDUCATIONAL 
INSTITUTION. YOUR APPLICATION FOR EMPLOYMENT WITH THE UNIVERSITY 
OF ALASKA MAY BE SUBJECT TO PUBLIC DISCLOSURE IF YOU ARE SELECTED 
AS A FINALIST. 





DEAN, COLLEGE OF BUSINESS 
CAL POLY, SAN LUIS OBISPO 


The College of Business is organized into the departments of Ac- 
counting, Business Administration, Economics, Industrial Technology, 
and Management. Programs leading to degrees of Bachelor of Science in 
Business Administration, Master of Business Administration, Bachelor of 
Science in Economics, Bachelor of Science in Industrial Technology, and 
the Master of Arts in Industrial and Technical Studies are offered. 

Qualifications: A demonstrated capacity for academic leadership and 
team building; evidence of a strong commitment to excellent teaching 
and scholarship; demonstrated ability to develop and sustain effective 
working relationships at all levels; capability to expand working relation- 
ships with the private sector; ability to work effectively with an ethni- 
cally and culturally diverse campus community and to address student 
needs in a multicultural educational environment; and administrat ve 
line experience are required. An earned doctorate in a discipline associ- 
ated with the College of Business is highly desirable. 

The position is open until filled, however, consideration of applica- 
tions and nominations will commence by January 15, 1993. Applications, 
nominations, and inquiries should be addressed to: Dr. Robert D. Koob, 
Vice President for Academic Affairs, Cal Poly, San Luis Obispo, CA 
93407. (805) 756-2186 or FAX (805) 756-5292. AA/EEO 
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1993 Personnel/Human: Resources 
Scholarly Achievement Award 
CALL FOR NOMINATIONS 


The Personnel/Human Resources Division of the Academy of Management announces a call for 
nominations for its annual “Scholarly Achievement Award.” Thé award will be presented to a-work 


MI 


published in recognized periodical outlets, such as journals and research annuals; that arë generally . 


available to division members. Nominated papers must have a publication date of 1992. Recipients 
of the award need not belong to the Academy of Management or the Personnel/Human Resources 
Division. 

The Personnel/Human Resource Scholarly Achievement Add 1s given for the most significant 
publication on issues important to the Personnel/ Human Resource Management field. Publications 
may be empirically or nonempirically based. Papers nomihated for this award will be judged on two 
criteria: (1) the significance and importance of the problem to P/HR:ór: Iádustrial Relations, and (2) 
the extent-to which the design, solution, or orientation advances research’ or; theory jn the field. 

Individuals may nominate one publication:for the 'award: Ni ominatiors ‘should be made by letter 
to the Chair of the Awards Committee and should include (à) a rationale’ justifying receipt of the 
award by ‘the nominee(s), and (b) a full bibliographic ‘citation, Jot the nominated work. Self- 
nominations will not be accepted. d EE 

The award winner will be announced at the August: 1993 Zeien of Menace meeting, 
during the Personnel/Human Resource Division's Business meetiig. Award rore will be pre- 
sented with a plaque of recognition. 


All nominations should be sent to Jan Cleveland; Solar Dopamiini Colorado State Uni; : 


versity, Fort Collins, CO 80523, (303) 491-6808. To Feceive consideration) nominations must be 
postmarked no later than March 21, 1893. ETE EE ; 


CALL FOR AWARD NOMINATIONS" 


The Organizational Behavior Divisio of di ‘Academy of WE annoünces its 
annual call for nominations for its “Outstanding Publication i in Organizational Behavior ' 
Award." The award will bé presentéd to thé authors‘of a publication appearing during 
the 1992 calendar year in a recognized. outlet generally available to division members 


The “Outstanding Publication’ in ‘Organizational Behavior Award” is given for the - 


most significant contribution to the advancement’ of the field of Organizational Behavior, 
Recipients of the award need not:belong:to the Academy of Managenient. . 

Each Academy of Management ; member. may*nominate one publication for: ‘the: 
award; but no member may nominate more "than one ‘publication. Nominations should’be ° 
made in writing and must include (a): a; rationale justifying receipt of the:award by: ‘the 


nominee(s), and (b) a full bibliographic citation: of the: nominated work. Self-nominétions 


will not be accepted. : 

To receive consideration, materiai must be: — no later than March. 3, 
1993. The recipient of the award will be arinounced at the August 1993 Academy meeting 
during the OB Division's business. meeting, where ER certificate of recognition willbe 
presented. 

All nominations should be sent. to: sAithür P Brief, OB ‘Program Chair-elect, A. B. 
Freeman School of Business, Tulane University, ‘New Orleans; LA. 70118- 5669.- 
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INFORMATION FOR CONTRIBUTORS 


The Academy of Management Journal publishes articles in fields of interest to 
members of the Academy of Management. These fields of interest are reflected in the 
divisions and interest groups listed on the inside front cover of the Journal. 

AMJ publishes only original, empirical research as articles or research notes. The 
Journal does not publish purely theoretical articles; these are published by the Acad- 
emy of Management Review. Papers that are primarily applied in focus and that have 
managers as an intended audience should be submitted to the Academy of Manage- 
ment Executive. 

In its articles, the Journal seeks to publish research that develops, tests, or ad- 
vances management theory and practice. Articles should have a well-articulated and 
strong theoretical foundation. All types of empirical methods— quantitative, quali- 
tative, or combinations—are acceptable. Exploratory survey research lacking a strong 
theoretical foundation, methodological studies, replications or extensions of past 
research, and commentaries with new empirical content are also of interest for pub- 
lication as research notes if they make an important contribution to knowledge rel- 
evant to management. 

Articles and research notes should be written so they are understandable and 
interesting to all members of the Academy. The contributions of specialized research 
to generel management theory and practice should be made evident. Specialized 
argot and jargon should be translated into terminology in general use within the 
fields of management. Articles should also be written as concisely as possible with- 
out sacrificing meaningfulness or clarity of presentation. To save space, tables should 
be combined and data should be presented in the text wherever possible. 

Manuscripts submitted for publication as articles should not ordinarily exceed 
30 double-spaced typewritten pages, including tables. Manuscripts submitted as re- 
search notes should not exceed 15 double-spaced typewritten pages, including ta- 
bles. Everything in submitted manuscripts, including tables, should be typed in 
double-spaced format on one side of the page. Manuscripts prepared on computers 
should be printed on letter-quality printers or, if other printers are used, in double- 
strike or enhanced print. 

Manuscripts are considered for publication with the understanding that their 
contents have not been published and are not under consideration elsewhere. Manu- 
scripts should be prepared in accordance with the AMJ “Style Guide for Authors,” 
which is published in the February issue and is also available from the editor. Con- 
tributors should submit five copies of their papers, retaining the original for their 
files. The Journal does not return manuscripts unless requested to do so. 

Decisions regarding publication of submitted manuscripts are based on the rec- 
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FROM THE EDITOR 


I am delighted to announce that Angelo DeNisi has been selected as the 
next editor of the Academy of Management Journal. He will serve as asso- 
ciate editor and editor designate for the 1993 year. He will officially become 
editor of the Academy of Management Journal on January 1, 1994. 

Also, it has become tradition with the Academy journals to have a tran- 
sition period between the incoming and outgoing editors, partly to allow the 
current editor to complete the review and decision process on manuscripts 
begun under his or her tenure. Therefore, as of July 15, 1993, all new manu- 
script submissions should be directed to the Associate Editor, Angelo De- 
Nisi, at the address listed below. 


Professor Angelo DeNisi 
Associate Editor, Academy of Management Journal 
Institute for Management and Industrial Relations 
Rockafeller Road —Kilmer Campus 
Rutgers University 
New Brunswick, NJ 08903-5062 


Angelo has done an excellent job for AMJ as an Editoria] Review Board 
member and most recently as a consulting editor. He has worked diligently 
with authors to help develop their manuscripts and has provided excellent 
advice to authors and the editor on the appropriate disposition of manu- 
script submissions. He is a well-rounded scholar and a fair-minded individ- 
ual. I know that he will continue the traditions of AMJ and maintain the 
scholarly leadership of this fine journal. I congratulate Angelo on this honor 
and commend him to you. . 

For your information, we received 555 new manuscript submissions 
during the 1992 calendar year. Thus, it was a record year for AMJ, as we had 
never received as many as 500 new manuscript submissions in previous 
years. As you know, we will publish six issues this year; thus, you will 
receive an issue of AMJ every two months. 

Finally, I want to call your attention to the calls for papers for the new 
Special Research Forums that were announced in our last issue. The calls 
appear in this issue and will continue to appear in every issue up to the 
September 1 deadline for submission. I hope that you will consider the 
Special Research Forums, if you have research that fits one of these exciting 
areas. 


Michael A. Hitt 
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STRATEGIC SENSEMAKING AND 
ORGANIZATIONAL PERFORMANCE: LINKAGES 
AMONG SCANNING, INTERPRETATION, ACTION, 
AND OUTCOMES 


JAMES B. THOMAS 
SHAWN M. CLARK 


DENNIS A. GIOIA 
Pennsylvania State University 


This study investigated the strategic “sensemaking” processes of scan- 
ning, interpretation, and action and how those activities are linked to 
organizational performance. Using path analyses on data from 156 hos- 
pitals, we tested the direct and indirect effects among these sensemak- 
ing processes and performance outcomes and developed a model of 
their relationships. In a more general sense, the research represents an 
attempt to provide insight not only into relationships between cognition 
and action, but also into the links between those fundamental processes 
and organizational performance outcomes. 


The exploration of relationships between cognition and action has 
gained increasing prominence in organizational studies in recent years. If 
cognition and action are linked, however, it is intuitively apparent that both 
should be related to performance. Performance linkages to cognition and 
action, although clearly important, have received considerably less study 
than those between cognition and action, and the existing work in this do- 
main has been directed mainly at individual and group-level outcomes. An 
important area of concern that has received even less empirical attention is 
the investigation of the relationships among cognition, action, and organiza- 
tional performance. 

Studies dealing with cognitive processes have explored the effects of 
antecedent and contextual factors on decision makers' interpretations of 
information (e.g., Bateman & Zeithaml, 1989; Thomas & McDaniel, 199C) and 
the effects of strategic interpretation on organizational action (e.g., Meyer, 
1982; Smart & Vertinsky, 1984). Other relevant work has focused mainly on 
the relationship between group schemas and decision makers' attributions of 
causality and their subsequent decisions (e.g., Clapham & Schwenk, 1991) or 
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has used laboratory settings to test hypothesized interpretation-outcome 
linkages at an individual level (e.g., Fredrickson, 1985; Gioia & Sims, 1986; 
Walsh, Henderson, & Deighton, 1988). There has been, however, a notable 
lack of empirical work seeking to link "sensemaking"— which subsumes the 
key cognition-action processes of environmental scanning, interpretation, 
and associated responses (Gioia & Chittepeddi, 1991; Weick, 1979) — with 
organizational performance. 

In the strategic context, increasing emphasis has been placed on under- 
standing the link between how top managers make sense of information and 
how they act to influence organizational outcomes (Dutton, Fahey, & Naray- 
anan, 1983; Dutton & Jackson, 1987; Nystrom & Starbuck, 1984). Because 
modern organizational environments are complex and dynamic, a key role of 
top management has become providing meaningful interpretations for pat- 
terns of ambiguous information. Indeed, the imposition of meaning on issues 
characterized by ambiguity has become a hallmark of the modern top man- 
ager (cf. Smircich & Stubbart, 1985; Weick, 1979). Those interpretations are 
often seen as critical to the success and even the survival of organizations, 
mainly because of their implications for influencing action alternatives and 
subsequent outcomes (Dutton & Duncan, 1987). 

This study was intended to articulate and empirically investigate link- 
ages between sensemaking processes and organizational performance in the 
strategic arena to provide insight into what distinguishes organizations that 
flourish from those that flounder within the same competitive environment. 
We tested and refined hypothesized relationships among scanning, interpre- 
tation, action, and organizational performance. Overall, we posed the ques- 
tion, How are key cognitive processes and the associated actions of top 
managers linked to organizational performance? 


CONCEPTUAL FRAMEWORK 


Researchers have developed a number of models to describe the way 
managers and organizations deal with potentially significant information 
(e.g., Dutton & Duncan, 1987; Kiesler & Sproull, 1982; Meyer, 1982). Daft and 
Weick (1984) and Milliken (1990) proposed that organizational adaptation 
entails three key processes— scanning, interpreting, and responding. These 
are all important aspects of the more general notion of sensemaking, which 
involves the reciprocal interaction of information seeking, meaning ascrip- 
tion, and action (cf. Gioia & Chittipeddi, 1991; Weick, 1979). Each element 
of this sensemaking process is presumed to have some relationship to per- 
formance. Thus, the basic model underlying this study can be represented as 
a scanning-interpretation-action-performance sequence. 


Scanning 


Scanning involves information gathering; it usually is considered an 
antecedent to interpretation and action (Daft & Weick, 1984; Hambrick, 
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1982). Top decision makers typically have access to far more information 
than they can actually use (Mintzberg, 1973); therefore, they are necessarily 
selective in attending to specific information employed to develop and in- 
terpret strategic issues (Huber & Daft, 1987). Researchers have most cften 
defined scanning as searching the external environment to identify impor- 
tant events or issues that might affect an organization (Daft & Weick, 1384; 
Kiesler & Sproull, 1982; Milliken, 1990). From a strategic perspective, how- 
ever, scanning also involves searching an organization's internal environ- 
ment to identify important elements that might bear on future performance 
(e.g., Cowan, 1986). Dutton and Duncan (1987) viewed these search activi- 
ties as activators of strategic issue interpretation and action. 


Interpretation 


Interpretation involves the development or application of ways of com- 
prehending the meaning of information; it entails the fitting of information 
into some structure for understanding and action (Gioia, 1986; Taylor & 
Crocker, 1981). Researchers have usually viewed interpretation as an indi- 
vidual-level process wherein people attend to and ascribe meaningful labels 
to incoming information (cf. Cantor & Mischel, 1979; Smart & Vertinsky, 
1984; Taylor & Fiske, 1978). At a different level of conceptualization, how- 
ever, organizations themselves can be viewed as interpretation systems (Daft 
& Weick, 1984). In this sense, different areas and levels of an organization 
may be involved in the scanning activities associated with sensemaking, but 
it is top managers who have primary influence over which strategic issues 
are attended to and how they are labeled (Bartunek, 1984; Hambrick & Ma- 
son, 1984). 

, Meanings attached to strategic issues are often the result of the catego- 
ries that decision makers use. Rosch (1978) defined categories as cognitive 
classifications that group objects, events, and the like with similar perceived 
attributes. When decision makers use particular labels to describe a given 
issue (cf. Dutton & Jackson, 1987), the labels initiate a categorization process 
that affects the subsequent cognitions and motivations of the decision mak- 
ers. Two of the most salient strategic issue labels are "opportunity ' and 
“threat” (Dutton & Duncan, 1987; Mintzberg, Raisinghani, & Theoret, 1976; 
Nutt, 1984; Perrow, 1970). Jackson and Dutton (1988) showed that three 
dimensions differentiate those strategically relevant interpretation labels: (1) 
whether decision makers evaluate an issue in positive or negative terras, (2) 
whether they see it as representing potential gain or loss for their organiza- 
tion, and (3) whether they see it as controllable or uncontrollable. Thomas 
and McDaniel (1990) verified the relevance of these labels for describing 
strategic issues but also noted that because the positive-negative and gain- 
loss dimensions were operationally indistinguishable, and were in fact 
highly correlated (r = .90), they should be collapsed into a single dimension. 
We followed that suggestion in formulating hypotheses in this study and 
labeled the composite variable “‘positive-gain.” 

A basic premise of research on interpretation in organizations is that the 
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way a strategic issue is labeled or framed mobilizes action in a particular 
direction (Dutton, Fahey, & Narayanan, 1983). Dutton and Jackson (1987) 
noted that chosen labels can affect the level of risk taking, involvement, and 
commitment associated with strategic issues (cf. Kahneman & Tversky, 
1984). Similarly, Fredrickson (1985) found that the decision labels '*oppor- 
tunity” and “problem” affected the type of recommendation participants in 
a business simulation made. Consequently, we assumed that interpretation 
is important in developing and sustaining the adaptive cognitive frame- 
works necessary for strategic action and change (Bartunek, 1984; Gioia & 
Chittipeddi, 1991). 


Action 


Effective organizational action in response to strategic issues often de- 
pends on an ability to implement decisions based on scanning strategies and 
subsequent interpretations of strategic information (cf. Pfeffer & Salancik, 
1978). Indeed, Jackson and Dutton (1988) suggested that interpretation might 
hold the key to organizational adaptation models (e.g, Tushman & Ro- 
manelli, 1985) that attempt to link changes in strategic action to changes in 
top managers' readings of an environment. This interpretation-action link is 
also reflected in the work of both Whetten (1988) and Ranson, Hinings, and 
Greenwood (1980), who argued the importance of the link between manag- 
ers' understanding of their environment and firm action. 

Adaptive actions involve some change; they can range from small-scale 
forms, such as changes in procedures, to larger-scale forms, such as product- 
service changes, revisions in overall strategy, and the redesign of organiza- 
tional structures (Dutton & Duncan, 1987). For the purposes of this research, 
we defined action as any significant change in ongoing organizational prac- 
tices, such as a substantive alteration in product or service offerings (Gins- 
berg, 1988). 


Performance 


As noted earlier, a body of work now exists exploring internal linkages 
among the sensemaking processes of scanning, interpretation, and action. 
Thomas and McDaniel (1990) argued that a "critical mass" of such research 
now exists and that one of the key remaining research issues is the extension 
of those relationships to account for organizational performance. Specifi- 
cally, researchers need to examine how differences in the performance of 
similar organizations are related to differences in their ability to carry out the 
three sensemaking tasks. It is apparent that without a performance referent, 
neither researchers nor executives have a good way of evaluating the effec- 
tiveness of their scanning and interpretation processes or the associated 
actions. Additionally, examining the performance implications of the sense- 
making process can provide a basis for understanding how the information- 
processing structures of firms might be designed to facilitate this vital set of 
activities. 
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HYPOTHESES 


Our interest in investigating the links between the scanning- 
interpretation-action-performance variables drove hypothesis generation. 
However, to learn more about the intricacies of the process, we also com- 
pared the direct and indirect relationships among the variables. 


Scanning and Interpretation 


Top decision makers usually scan according to their perceptions of the 
necessity for information (Pfeffer & Salancik, 1978). For instance, they might 
differ with respect to the amount of information used and to their emphasis 
on attending to internal or external information. If decision makers across 
firms give unequal emphasis to the amount and type of information available 
to them, they are likely to differ in their interpretations and responses (Dut- 
ton & Duncan, 1987). ` 

The greater the level of information use, the more raw-material top 
managers have for constructing their interpretations (Knight & McDaniel, 
1979). More specifically, the more complete the information decision mak- 
ers have about presumed cause and effect relationships (Thompson, 1967), 
the greater the likelihood they will perceive causes as controllable. A sense 
` of mastery and a feeling that no stone has been left unturned emerges (Fisen- 
hardt, 1989). 

From an information-processing perspective, top managers who use 
much information are more likely to emphasize the positive aspects of an 
issue (Thomas & McDaniel, 1990). Not only are they able to cope with am- 
biguity (Eisenhardt & Bourgeois, 1988) and uncertainty (Milliken, 1990), but 
also, over time, they will limit ambiguity through the information- 
processing structures that evolve, which might include teams, task forces, 
and reporting systems (Daft & Lengel, 1986). These arguments suggest the 
following hypotheses concerning information-rich scanning behaviors: 


Hypothesis 1a: High levels of information use among top 
managers will be positively related to their interpretation 
of strategic issues in positive-gain terms. 

Hypothesis 1b: High levels of information use among top 
managers will be positively related to their interpretation 
of strategic issues as controllable. 


Smith, Grimm, Gannon, and Chen (1991) argued that top managers in 
externally oriented firms are more likely to sense competitors’ actiors and 
perceive themselves as more capable of implementing competitive re- 
sponses than those in internally focused firms. This argument supplements 
Aldrich's (1979) observation that externally oriented managers will collect a 
richer array of information and be more confident that they can create a fit 
between their environment and organization when data from external scan- 
ning is added to their natural familiarity with internal factors. For those 
reasons, they will tend to interpret strategic issues as generally under their 
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control. Similarly, increased external scanning should enhance early detec- 
tion of environmental disturbances before threat interpretations emerge 
(Jackson & Dutton, 1988), thus heightening managers' sense of control be- 
cause they feel they can predict long-range outcomes (White, Duttrich, & 
Lang, 1980). Therefore, 


Hypothesis 2a: An external scanning orientation among 
top managers will be positively related to their interpre- 
tation of strategic issues in positive-gain ferms. 


Hypothesis 2b: An external scanning orientation among 
top managers will be positively related to their interpre- 
tation of strategic issues as controllable. 


Interpretation and Action 


Staw, Sandelands, and Dutton (1981) argued that the perception of an 
issue as a threat restricts the number of alternatives for action decision 
makers consider. In response to threat, managers tend to emphasize infor- 
mation that is consistent with current, conservative interpretive frames and 
can thus be more easily assimilated than new information. Managers also 
tend to rely on fewer sources of information in these circumstances (Smart 
& Vertinsky, 1977) and hence tend to use simplified assessments of situa- 
tions and choose limited action-response patterns. 

Perceptions of threat also intensify concerns about efficiency (Williams, 
1957), which are manifested in cost cutting, budget tightening, and the re- 
striction of activities (Starbuck & Hedberg, 1977). Organizational actions 
associated with conservation of resources and tight control mechanisms are 
likely to be manifested in maintenance of the status quo, which in turn 
favors existing interpretation-action patterns. In sum, a threat interpretation, 
like a crisis, may distort information processing (Smart & Vertinsky, 1977), 
generate pathologies associated with action restriction (Rubin, 1977), and 
cause rigidity in decision processing that limits organizational responses 
(Staw et al., 1981). 

Issues labeled as opportunities are associated with projected positive 
outcomes and expectations of gain (Jackson & Dutton, 1988). In general, the 
opportunity label provides an issue with a “positive gloss" (Dutton, 1990), 
making it seem attractive and increasing decision makers' sense of control 
(Taylor, 1989). Further, the reaction to opportunity is likely to be low un- 
certainty (Milliken, 1990) and feelings of external control (Walsh et al., 
1988). Those interpretations will in turn enhance the potential for top man- 
agers' taking strategic change actions, such as altering product-service offer- 
ings, because their confidence in achieving desired outcomes is high (Gins- 
berg, 1988; Milliken, 1987). Therefore, 


Hypothesis 3a: Top managers' labeling of strategic issues 
in positive-gain terms will be poste related to product 
and service changes. 
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Hypothesis 3b: Top managers' labeling of strategic issues 
as controllable will be positively related to product and 
service changes. 


Action and Performance 


The link between effective action and successful performance is a Jun- 
damental presumption in the strategic management literature. In the turbu- 
lent modern environment facing most competitive organizations, “domain 
offensive" actions in the form of new products and services (Miles, 1982) 
might be expected to engender competitive advantage. Smith and colleagues 
(1991) found that high numbers of organizational responses were linked to 
the profitability of domestic airlines. Similarly, Zajac and Shortell (1989) 
found that hospitals that stressed a commitment to new product and service 
development performed better than hospitals relying on current products 
and services. Shortell, Morrison, and Friedman (1990) made more specific 
findings showing that to be successful, hospitals' managers had to recognize 
the need to constantly differentiate and increase their product-service offer- 
ings to match the changing and growing needs of their patient bases. Snow 
and Hrebiniak (1980) suggested that such action-performance linkages might 
come about because of the development of necessary distinctive competen- 
cies in changing environments. Thus, 


Hypothesis 4: Organizations characterized by growth in 
their product and service offerings will exhibit higher per- 
formance than organizations characterized by little or no 
growth. 


Indirect and Direct Effects of Sensemaking Processes on Performance 


Strategic cognition-action models are generally predicated on an as- 
sumption that rational thought is closely linked to chosen actions. Likewise, 
the basic scanning-interpretation-action-performance model that undergirds 
this study also implies active information processing and systematic, se- 
quential execution of the constituent stages. In this view, one way organiza- 
tions compete is by acquiring superior strategic information via decision 
makers' effective scanning of the internal and external organizational envi- 
ronments and interpreting that information into a form they can use to im- 
plement appropriate actions that will lead to effective performance. 

However, several authors have questioned this portrayal of sensemaking 
and learning as deliberate. Issues such as beliefs, perceptions, politics, and 
goals (Staw, 1980) and the outcomes of prior actions and performance (Mil- 
liken & Lant, 1991; Weick, 1979) all conspire to complicate the process and 
give rise to nonlinear effects. O'Reilly (1982) and Beach and Mitchell (1978) 
suggested that because of decision makers' resistance to the expenditure of 
personal resources, some sensemaking antecedents might affect performance 
more directly or indirectly than the linear theoretical models predict. Ac- 
cordingly, Daft, Sormunen, and Parks (1988) recommended that researchers 
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explore the detailed linkages among scanning, interpretation, and strategic 
adjustment to understand their performance implications for organizations. 
It is apparent that the overall configuration of pathways and the comparison 
of the direct and indirect links between sensemaking and performance de- 
serve closer examination. Because of the lack of coherent or compelling 
theoretical or empirical research evidence concerning those linkages, we 
framed our exploration as a research question: What is the relative strength 
of the direct and indirect paths between the sensemaking activities of scan- 
ning and interpretation, and organizational performance? 


METHODS 
Overview 


Industry studied. We decided to focus on a single industry to control for 
the impact of industry characteristics on the perceptions of strategic issues 
(cf. Yasai-Ardekani, 1986) and chose the health care industry. As Zajac and 
Shortell (1989) noted, in the 1980s health care organizations nationwide 
experienced an "environmental jolt" (Meyer, 1982) because of changes in 
regulation, clients' expectations, costs, and reimbursement mechanisms. 
Given that turbulence, the industry was a fertile ground for examining how 
top managers process information about issues associated with such envi- 
ronmental change and the action and performance consequences of that 
information processing. Past research also gave us confidence that top man- 
agers from different hospitals would be likely to focus on different informa- 
tion pertaining to the same environment (Ashmos, McDaniel, & Duchon, 
1990; Meyer, 1982; Thomas & McDaniel, 1990) and respond strategically in 
different ways (Shortell & Zajac, 1990). 

Data sources. To obtain data on the scanning and interpretation behav- 
iors of hospitals' decision makers, we sent 545 questionnaires to hospital 
chief executive officers (CEOs) in the state of Texas in 1987. We mailed the 
questionnaire only to public-access hospitals, excluding university health 
centers, prison hospitals, and hospitals located on military bases. Mailings 
were conducted in a single state to control for the possible impact of state 
hospital regulations. We used only those questionnaire responses indicating 
that the informant was the CEO of a hospital. 

Using the top executive as the sensemaking focal point for a hospital is 
consistent with the work of Daft and Macintosh (1981), Hambrick (1981), 
Zajac and Shortell (1989), and Thomas and McDaniel (1990), who noted that 
the CEO represents the most knowledgeable person regarding a hospital's 
strategic position and is the individual most responsible for taking actions 
intended to align the hospital's strategy, structure, processes, and environ- 
ment. Additionally, this focus on CEOs seemed appropriate in light of the 
findings of Provan (1991), who found that hospitals' CEOs receive twice as 
much decision-making information as their boards and three times as much 
as their medical staffs. Those findings, coupled with the earlier finding of 
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Ritvo, Salipante, and Notz (1979) that the CEO is the primary interpreter of 
the issues faced by a hospital, suggested that CEOs were the appropriate 
people to inform us on the scanning foci and interpretations of hospitals. In 
addition, the members of a panel of experts (discussed fully later in this 
section) confirmed that CEOs would be the best informants for this study. 
Thus, although CEOs are not the only decision makers—sensemakers at hos- 
pitals, previous research and expert advice supported their use as infor- 
mants. 

A total of 210 managers responded to the questionnaire, a response rate 
of 38.5 percent. Of those responses, 54 were unusable, 15 because the infor- 
mant failed to complete parts of the questionnaire, 2 because the informant 
was not the CEO, 31 because the informant did not perceive the ques-ion- 
naire as strategically relevant to his or her hospital (we discuss those cases 
in detail below), and 6 because product-service or performance data were 
not available. Chi-square analysis indicated no significant differences in 
size, type, and ownership between the remaining 156 hospitals anc the 
nonresponding hospitals.” 

The average age of the CEO informants was 44; they had an approximate 
average of 12 years of managerial work experience and 5 years of strategic 
decision-making experience in their respective hospitals. Most of the infor- 
mants (approximately 75 percent) had degrees in hospital administretion. 
The average size of the 156 hospitals represented by the CEOs was 194 5eds. 
We classified approximately 94 percent of these hospitals as “general hos- 
pitals" rather than specific types like psychiatric or rehabilitation facilities. 
The hospitals ranged in location from major metropolitan areas, such as 
Dallas and Houston, to rural areas. There was an approximately equal dis- 
tribution across five ownership categories: church, nonprofit-nonchurch, 
county, hospital authority— district, and corporation. 

Questionnaire. We employed a case-scenario methodology to study the 
scanning and interpretation processes (cf. Fredrickson, 1986). Specifically, 
we provided the informants with two different case scenarios and then asked 
a series of questions regarding scanning and interpretation; the Appendix 
gives the scenarios and questions. To assure that there was no order bias, we 
used two versions of the questionnaire differing only in terms of the presen- 
tation order of the scenarios. 

An important assumption of this method is that strategic decision pro- 
cesses constitute patterns of decision behavior (Mintzberg et al., 1976; 
Weick, 1979). As Fredrickson (1986) noted, the characteristics of those de- 
cision processes—for example, scanning and interpretation — are consistent 
across decisions that are perceived as strategic. 


1 For the analysis of respondent-nonrespondent differences, we divided size, defined as the 
number of licensed beds in a hospital, into three categories: small («200), medium (201—500), 
and large (7500). We defined type as “general” and “other” and used five ownership catagories. 
Chi-squares were as follows: size, 2.79 (p < .25); type, 2.52 (p < .63); ownership, 4.B0 (p < .59). 
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Before constructing the scenarios, we compiled a list of topics by tap- 
ping several sources: Interviews with health care executives, hospital stra- 
tegic planning documents, articles in leading journals in the field, cases that 
had been written for hospital administration classes, and the popular press. 
Topics included malpractice insurance, the effects of Acquired Immune De- 
ficiency Syndrome (AIDS) on long-term care, hospital affiliation agreements, 
health maintenance organizations (HMOs), outpatient surgical centers, and 
satellite care centers. 

We then formed an expert panel consisting of the president of the Texas 
State hospital association, the president of the state's physicians' associa- 
tion, two hospital CEOs, a chief operating officer, a chief financial officer, a 
marketing director, a general counsel (most members of which were employ- 
ees of different hospitals), and two university faculty members whose pri- 
mary research interest was hospital administration. We felt this selection 
would encompass any different perspectives or insights we might encounter. 
Our primary goal with the panel was to select topics and draft scenarios that 
hospital administrators in the state would consider strategic and were fac- 
ing. As a result of this process, the HMO and satellite care center topics were 
selected. 

The next step was to draft scenarios that would provide a realistic yet 
balanced presentation of informational elements across the two scenarios. 
To assure realism, we gleaned much of the information used in the scenarios 
from strategic planning documents that we had obtained from several hos- 
pitals in the state. To assure balance and minimize framing effects, we con- 
structed both scenarios using a two-by-two-by-two matrix. The three dimen- 
sions of the matrix were (1) whether the information was from a formal or 
informal source (written report or discussion, for instance); (2) whether the 
information came from a source within the hospital (an internal report) or 
outside it (general knowledge in the field); and (3) whether the information: 
would generally be considered good (a reputation for quality care provision) 
or bad (Gutpatients are declining in number). Two pertinent information 
elements were placed in each of the resulting eight cells. Thus, each scenario 
consisted of 16 information cues that were identical in type but different in 
specific content. 

We then conducted multiple interviews with panel members to refine 
and cross-check the type and source of the information items to assure that 
they were accurate depictions of what would be encountered in the hospital 
environment. We also had them assess the overall content validity of each 
scenario as we proceeded through this process, asking ‘Is the scenario on 
the whole representative of the type of strategic situation being faced by 
hospital managers?" Finally, to assure that the hospital CEOs perceived the 
scenarios as strategically relevant, we included a question to that effect 
(see the Appendix). Informants who gave a scenario a strategic relevance 
rating of less than five on a seven-point scale were not included in the 
analysis. 
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The questionnaire included multiitem scales with seven-point Likert 
response formats for all scanning and interpretation variables. Cronbach 
alphas for all scales were greater than .71. 

Scanning. Items for this scale were constructed from the information in 
the case scenario. The foctis was on whether the information was in rezard 
to, and was generated from, something external to the hospital (for instence, 
a rumor that a new hospital was moving into the area) or internal (for in- 
stance, an internal report indicating ambulatory care service was down; see 
the Appendix). Ten items consisting of five external and five internal infor- 
mation cues from each scenario were used initially to measure the exteat to 
which the CEOs used internal or external information for strategic intezpre- 
tation purposes. However, we found that one item for the second scenario 
had a negative interitem correlation and dropped it from the scale. Items 
were scaled so that high scores indicated high use of external information for 
interpretation. The Cronbach alpha for this scale was .73. 

We also asked the informants to indicate on a seven-point Likert scale 
the extent to which they would use the information cues in a scenario to 
clarify and define the strategic issues identified in the applicable case. Col- 
lectively, these questions about the information cues served as a measure 
of the amount of information in each case that was used to interpret s-rate- 
gic issues (information use). High scores on the 16-item scale for eack sce- 
nario indicated a more comprehensive use of available information fcr de- 
veloping a strategic issue. The Cronbach alpha for the information use scale 
was .88. 

Interpretation. We identified the measures of interpretation from Dut- 
ton and Jackson's (1987) three strategic interpretation dimensions (positive- 
negative, gain-loss, and controllable-uncontrollable). However, as note: ear- 
lier, we collapsed the positive and gain dimensions into a single scale prior 
to analysis. We posed five questions to assess the extent to which & CEO 
would use the controllable label to describe the two case scenarios ar.d ten 
items to assess the positive-gain dimension of interpretation. All items were 
adapted from the questionnaire used by Jackson and Dutton (1988). For 
example, after respondents read a case scenario, they were asked: “Ta what 
extent would you label the situation as something positive?" and "Ta what 
extent do you feel the hospital can manage the situation instead of the 
situation managing it?” The continua were respectively scaled so that high 
ratings indicated that respondents labeled the case situation as positive or 
controllable (see the Appendix). The Cronbach alpha for the positivs-gain 
scale was .91; the alpha for the controllability scale was .72. 

Organizational action. We measured the strategic changes (Girsberg, 
1988) that occurred in each hospital's product-service offerings over the 
three-year period (1987—89) that followed collection of the scannirg and 
interpretation data. This measure assessed the extent to which hospitals 
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added or deleted products and services. The Annual Guide Book of the 
American Hospital Association reports 54 product-service or facility cate- 
gories for all U.S. hospitals each year (see the Appendix). The categories 
range from acquiring cutting-edge technologies (for instance, magnetic res- 
onance imaging) through marketing actions (health promotion services) to ` 
specialization (women's centers). 

Using the list, we constructed a profile of product-service offerings for 
each of the hospitals analyzed for the years 1987 and 1989. The extent of 
product-service change was then measured in three different ways. The first 
was a weighted-differences method used by Hambrick (1981): a service 
added in 1989 that one-third or fewer of the hospitals offered in 1987 was 
assigned a weight of three, a service added in 1989 that existed in between 
one-third and two-thirds of the hospitals in 1987 was assigned a weight of 
two, and a service added by 1989 that existed in two-thirds or more of the 
hospitals in 1987 was assigned.a weight of one. The difference between the 
number of services offered in 1987 and the summed weights of the products 
and services offered in 1989 indicated the extent of growth in offerings. 
Weighted changes in offerings between 1987 and 1989 ranged from — 2 to 41 
for the hospitals analyzed. 

We then looked at product-service change from two other perspectives: 
(1) the extent to which hospitals had added high-technology products and 
services (for instance, open-heart surgery facilities) as opposed to low- 
technology ones (health promotion services) and (2) the extent to which they 
had added noncore products and services (like recreational therapy) versus 
core-related ones (intensive care units). We asked five health care executives 
and researchers who were not members of the expert panel to identify the 
services that hospital administrators would consider high technology and 
those they would consider core (see the Appendix). We then defined the 
action measure in two ways, as the difference between the numbers of high- 
technology and noncore services offered in 1987 and the numbers of those 
offerings in 1989. We found that these three measures of product-service 
growth were highly correlated, with the lowest correlation among the three 
measures being .86; thus, the data demonstrated ample convergent validity. 
Because of its grounding in the literature, we retained only the measure 
based on Hambrick's method for the analyses. 

Performance. Three measures of performance were used: (1) occupancy 
was defined as hospital inpatient days divided by the total number of days 
beds were available; (2) profit per discharge was defined as the net inpatient 
revenue minus inpatient cost divided by total discharges; and (3) admissions 
was the number of admissions divided by total beds to standardize for size. 
As Fottler (1987) noted, measures of performance outcomes for hospitals 
should reflect both efficiency indicators, such as productivity, and effective- 
ness indicators, such as financial viability (cf. Chakravarthy, 1986), Effi- 
ciency measures, such as the occupancy and admissions measures we used 
in this study, are important because competition for patients has been in- 
tensifying among hospitals (Fottler & Lanning, 1986). Financial viability, 
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measured here as profit, is crucial to survival in the dynamic health care 
environment (Shortell et al., 1990). 

The occupancy and profit measures were collected from the Healthcare 
Financial Management Association’s Medicare Cost Report data base, an 
archival source of hospital operating and financial performance data. Ad- 
missions data were obtained from the American Hospital Association's An- 
nual Guide Book. To guard against one-year outlier performance, we aver- 
aged performance data from 1989 and 1990 to form the measures. 


Control Variables 


Our basic perspective was an "upper echelons" one (cf. Hambrick & 
Mason, 1984). A number of authors have argued that top executives' char- 
acteristics, such as observable background attributes, affect their percep- 
tions, and therefore, strategic choices (cf. Hitt & Tyler, 1991). Because CEOs 
are such a dominant strategic force in hospitals, we were concerned that 
their individual characteristics might affect the scanning, interpretation, and 
even strategic action variables (Norburn, 1989). Accordingly, in the regres- 
sion analyses we controlled for those characteristics Hitt and Tyler (1991) 
found affected strategic decisions significantly, adapting them to the hospi- 
tal environment where appropriate. These included age, type of education (1 
= hospital administration degree and 0 = other), amount of managerial 
work experience, and years of experience in the strategic decision making of 
a given hospital. We obtained information on CEOs’ individual characteris- 
tics from the American College of Healthcare Executives: A Biographical 
Dictionary of Membership. As in past studies, age and managerial experi- 
ence were highly correlated (r = .75). We used only age after preliminary 
analyses revealed it made no difference which variable was entered in the 
regression models. 


Data Analysis 


We tested the hypothesized relationships among variables using path 
analysis. This analytical technique allowed us to identify the relative mag- 
nitudes of the direct and indirect effects of the three sensemaking activities, 
scanning, interpretation, and action, on organizational performance. We as- 
sessed the effect of case content on the scanning and interpretation variables 
by means of a paired comparison t-test, comparing the means for the re- 
sponses to the first case to those of the second. We tested for differences in 
responses associated with the version of the questionnaire a respondent read 
(case presentation order) by means of univariate analysis of variance 
(ANOVA), where version was the main effect. We employed multivariate 
regression analysis to identify the overall relationship between the perfor- 
mance measures and the sensemaking process measures. 

To identify significant changes in product-service provision, it was nec- 
essary for us to have at least a two-year time lag between measurement points 
(Tushman, Virany, & Romanelli, 1985). We used the 1987—89 difference in 
product-service provision to represent change in accordance with Tushman 
and colleagues' precedent. Because we used the average of the two years 
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1989 and 1990 for the performance measures, the working assumption was 
a one-year lag time between product-service change and performance. 


RESULTS 
Descriptive Statistics 


Results of the t-tests and ANOVA indicated no significant differences in 
responses based on the case content or version of the questionnaire used. 
These results gave us confidence that there was a pattern of scanning and 
interpretation behavior across strategic issues. Because of the lack of differ- 
ences in the variables, we calculated statistics on the basis of averaged re- 
sponses for each of the variables from both cases. 

Table 1 presents means, standard deviations, and Pearson zero-order 
correlations. Multivariate statistics indicated that the set of performance 
measures-—admissions, occupancy, and profit — was significantly related to 
the sensemaking process variables (Wilks's lambda = .678, Fis, 375 = 3.77, 
p = .0001). 


Tests of Hypotheses 
The path analyses required us to analyze six regression equations: 


Admissions a + b, product-service change 
+ b, positive-gain interpretation 
+ b, controllability + b, information use 


+ b, information source + e, (1) 


a + b, product-service change 

+ b, positive-gain interpretation 

+ b, controllability + b, information use 

+ b, information source + e, (2) 


! 


Occupancy. 


Profit a + b, product-service change 
+ b, positive-gain interpretation 
+ b, controllability + b, information use 


+ b, information source + e, (3) 


a + control variables 

+ b, positive-gain interpretation 
+ b, controllability 

+ b, information use 


Product-service change 


+ b, information source + e, (4) 
Positive-gain = a + control variables + b, information use 
+ b, information source + e, (5) 
and 
Controllability = a + control variables + b, information use 


+ b, information source + e. (6) 
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The beta coefficients obtained from these regression equations represent the 
path coefficients of the model and the direct effects of the antecedents on the 
relevant dependent variable. Table 2 presents results of this aspect of the 
analysis. 

These multiple regression results show a significant, positive relation- 





TABLE 2 
Results of Regression Analysis 

Variables p t Rt F df 

Profit 0.17 5.39*** 5,125 
Information use .06 0.66 
Information source 415 1.87* 

Positive-gain interpretation —.18 —2.08* 
Controllability 44 140 
Product-service change .28 3.42*** 

Occupancy 0.13 4.35** 5,149 
Information use —.06 —0.70 
Information source .06 0.79 
Positive-gain interpretation —.06 —0.70 
Controllability .08 0.88 
Product-service change 32 4.03*** 

Admissions 0.11 3.62*** 5,149 
Information use 11 1.20 : 
Information source —47 ~2.11* 

Positive-gain interpretation —.00 —0.01 
Controllability .00 0.03 
Product-service change .30 3.71*** 

Product-service change 0.09 2.01* 7,147 
Experience —.08 —0.08 
Education —.05 — 0.67 
Age 12 1.52 
Information use — .06 — 0.67 
Information source .18 2.35* 

Positive-gain interpretation —.03 —0.44 
Controllability .18 1.89* 

Controllability 0.29 15.25*** 5,149 
Experience —.00 — 0.08 
Education —.08 — 1.22 
Age .05 0.71 
Information use .52 8.24*** 

Information source .10 1.63 

Positive-gain interpretation 0.13 5.01*** 5,149 
Experience .01 0.09 
Education — 20 — 1.39 
Age -.01 ~0.21 
Information use E 5.01** 

Information source .07 0.98 





* The reported beta coefficients represent path coefficlents. 
*p< 08 
** p «01 
*** p < .001 
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ship between high information use during scanning and positive-gain inter- 
pretations of strategic issues (B — .35, t — 5.01, p « .01). More specifically, 
increased attention to a wide array of information during the scanning stage 
of the sensemaking process was tied to the interpretation of strategic issues 
as positive and as implying potential gains. Similarly, there was a significant 
relationship between information use and interpretations of issues as con- 
trollable (B — .52, t — 8.24, p « .001). Thus, results supported Hypotheses 
1a and 1b. However, although the amount of information used was a pre- 
dictor of interpretation, the type of information collected during scanning 
was not (see Table 2). Thus, results did not support Hypotheses 2a and 2b, 
although their direction was as predicted. 

There also was no support for the hypothesized relationship between 
positive-gain interpretations of an issue and subsequent action (Hypothesis 
3a). However, there was a positive and significant interpretation-action link- 
age when we used perceptions of controllability as an antecedent variable to 
product-service change (8 — .18, t — 1.89, p « .05). When top managers 
interpreted strategic issues as controllable, they tended to act upon that 
perception by adding products and services to their hospitals' offerings. This 
result supports Hypothesis 3b. For all the hypothesized relationships dis- 
cussed to this point, individual characteristics were not significantly linked 
to the interpretation and action variables. 

The predicted relationship between action and performance was also 
supported (Hypothesis 4). Hospitals that added more products and services 
than others performed better across all three measures: for occupancy, the 
beta coefficient was .32 (t — 4.03, p « .001); for profit, beta was .28 (t — 3.42, 
p « .001); and for admissions, beta was .30 (t — 3.71, p « .001). 

Table 2 also shows a number of other significant and revealing links to 
performance. For example, the information source variable was directly, 
negatively linked to admissions and directly, positively linked to perfor- 
mance.” Specifically, scanning for internal information seemed to enhance 
admissions, and scanning for external information appeared to improve 
profits. Similarly, the positive-gain variable was directly and negatively 
linked to profit, suggesting that profit was enhanced when CEOs interpreted 
strategic issues negatively, in terms of potential loss. Figure 1 presents these 
findings, coupled with the results of the hypothesis testing, as a revised 
model of sensemaking and performance. 


? [n a subsequent analysis, we included hospital ownership, defined as a dummy variable 
with 0 for nonprofit and 1 for for-profit, as a control in the regression equations. After reana- 
lyzing the six equations involved in the path analysis, we found a positive relationship between 
ownership and profit (B — .21, p « .002). However, including ownership in the third model 
rendered the information source variable's relationship to profit nonsignificant. This was the 
only change across all six regression equations analyzed earlier. The significant correlation 
between ownership and information source (r — .28, p « .001) suggests that the tap managers 
of for-profit hospitals tend to focus more on external than on internal information. Ownership, 
then, may explain some of the variance previously explained by scanning behavior. 
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TABLE 3 
Direct and Indirect Relationships Compared 
Performance r ` Direct Effect" Indirect Effect 
Profit 
Information use .07 .08 .01 
Information source 27*** .15* .06 
Positive-gain interpretation —.10 —.18* 01 
Controllability .18* 14+ .05 
Occupancy 
Information use .01 —.06 .03 
Information source 2t .06 .07 
Positive-gain interpretation .01 —.06 —.01 
Controllability FEI .08 .06 
Admissions 
Information use .10 41 .01 
Information source —.09 —.17* .06 
Positive-gain interpretation .01 —.01 .01 
Controllability .07 .01 .05 
* Beta coefficients are reported. 
tp< 10 
*p<.05 
** p< Di 
kkk p < .001 


To examine our research question concerning the relative strengths 
of direct and indirect paths between sensemaking activities and organiza- 
tional performance, we first calculated the indirect effects of the scanning 
and interpretation variables on the performance measures by multiplying 
the coefficients of all relevant paths (Duncan, 1971). For example, we cal- 
culated the indirect effect of a positive-gain interpretation on profit through 
product-service change by multiplying the coefficients for the path be- 
tween the positive-gain and product-service change variables and the path 
between the product-service change and profit variables. We calculated the 
total indirect effect of the scanning variables by summing their indirect 
effects through the positive-gain interpretation, controllability, and prod- 
uct-service change variables (cf. Trevino & Youngblood, 1990). The next 
step involved examining the relative effects attributable to the indirect and 
direct effects on performance for each variable. Table 3 presents those 
results. 

This analysis revealed that although there were also indirect paths from 
information source to performance, the direct path dominated in terms of the 
effect of the variable on admissions and profit. The indirect path, however, 
dominated when occupancy was the dependent variable. In the absence of a 
significant, indirect path from positive-gain interpretation to profit (as de- 
picted in Figure 1), it was not surprising that calculations showed that the 
significant, direct path dominated. 
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DISCUSSION 


There has been long-standing interest in the relationship between cog- 
nition and action in organizations. More recently, researchers have shown 
increasing interest in the relationships among the more general sensemaking 
processes, which include not only cognitive processing but also consider- 
ations of associated action (Weick, 1979), and their relationship collectively 
and individually to performance. A number of researchers have noted that 
sensemaking activities, such as scanning an external environment (Nystrom 
& Starbuck, 1984) and interpretation (Ford, 1985), are key to organizational 
performance. Although sensemaking processes have been cited for their sub- 
stantial theoretical importance, relatively little empirical research has inves- 
tigated their proposed internal linkages (Milliken, 1990) or their relation- 
ships to organizational performance. As a way of articulating, testing, and 
refining the specific relationships involved, we framed this research in terms 
of the links among the sensemaking processes of scanning, interpretation, 
and action, and measures of organizational performance. 

In response to the fundamental research question of whether there are 
demonstrable links between sensemaking and variation in organizational 
performance, the results of this study indicate clearly that there are. How- 
ever, this overarching result has perhaps even more important implications 
in terms of the constituent linkages among the sensemaking component 
processes. Using path analysis, we were able to construct a detailed model of 
those relationships, which is shown in Figure 1. 


Emergent Model 


Scanning and interpretation. Top managers’ attention to high levels of 
information during scanning was related to their interpretation of strategic 
issues as positive and as implying potential. gains. Such information use 
during scanning was also associated with a heightened interpretation of 
strategic issues as controllable. These results, taken in tandem, imply that 
high information use strongly influences strategic interpretation; attention to 
a wide array of information tends to influence the interpretation of strategic 
issues positively. This implication is consistent with the findings of Thomas 
and McDaniel (1990) and suggests that when organizations put mechanisms 
in place to increase information use, they can increase the likelihood that 
managers will interpret issues as potential gains and as controllable. ‘Such 
mechanisms might include decreasing the use of formalized scanning prc pro- 
cedures and increasing the use of "boundary spanners” (Daft & Weick, 
1984), reducing internal communication barriers (Roberts & O'Reilly, 1974), 
and increasing interaction among top management team members (Gioia & 
Chittipeddi, 1991). 

Interpretation and action. Although we found no link between positive- 
gain interpretations of strategic issues and subsequent action, there was a 
significant interpretation-action link when CEOs interpreted issues as con- 
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trollable. More specifically, the interpretation of a strategic issue as control- 
lable had a positive effect on product-service change. This result suggests 
that despite the inherently risky nature of strategic changes, top managers 
nonetheless increased the number and sophistication of their hospitals' 
product-service repertoires when they felt they could control strategic iss1es 
confronting the hospital —regardless of interpretations focusing on the ros- 
itive-gain dimension. Positive change in product-service offerings was elso 
linked to scanning efforts being focused outward, suggesting that, in the 
hospital industry, such scanning and interpretation together facilitated sira- 
tegic action in the form of product-service changes. 

Action and performance. Hospitals that implemented more product- 
service changes performed better on all three performance measures: occu- 
pancy, profitability, and admissions. Finding such linkages was consistent 
with previous theory and research; our contribution to earlier work was in 
showing that the associations between external scanning behaviors and in- 
terpretations of controllability serve as sensemaking antecedents to strategic 
actions, which are in turn associated with effective organizational perfor- 
mance. These findings have implications for research that focuses on the 
effects of top management intervention on strategic change (e.g., Greiner & 
Bhambri, 1989). 

Direct and indirect links. Our results also suggest that in cases resem- 
bling the scenarios examined in this study, decision makers do not neces- 
sarily execute the sensemaking process in a normative, linear fashion. For 
example, although the amount of information attended to during scanning 
affected the interpretation of strategic issues, and through those interpreta- 
tions the subsequent action taken, the focus of information search during 
scanning— internal or external —had direct linkages to both action and per- 
formance (see Figure 1). Specifically, we found that attention to external 
information was associated with higher profit, and attention to internal in- 
formation was associated with higher hospital admissions levels. Those 
findings, coupled with the other results, suggest that although a focus on 
external information facilitates product-service change and increased profit, 
an eye on internal information enhances a hospital's ability to use strategic 
change to attract clients. 

These findings do not necessarily imply that a scanning focus circum- 
vents the interpretation process involved in sensemaking. It is possible that 
the direct link between a scanning focus and performance reflects th» in- 
herent cyclicity of the sensemaking process. As Mintzberg and his col- 
leagues (1976) discovered, decision processes often lose steps as dec‘sion 
cycles cascade over time. Decisions made in the past that generated effective 
outcomes do not always require reinterpretation and altered action; those 
stages often can be bypassed as a consequence of organizational learning 
(Walsh & Ungson, 1991). The multiyear time frame of this study may have 
provided a view of the sensemaking process that tapped this skipping of 
stages. It is possible, and perhaps even likely, that the hospitals were cap- 
tured in the middle of a cycle in which top managers had taken previous 
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actions that had affected performance. On the next scanning cycle, managers 
might have been affirming the pattern of information that led to the im- 
proved performance, thus bypassing any need for reinterpretation or revised 
. action; or they might have been seeking types of information to support the 
actions that generated the observed profit increase—a possibility that is 
consistent with the “prior hypothesis bias" Levine (1971) observed and the 
"action justification efforts" Starbuck (1983) suggested.? 

This nonlinear aspect of sensemaking is further evidenced in the reveal- 
ing observation that positive-gain interpretations were also linked directly to 
profitability, although in an apparently counterintuitive fashion: percep- 
tions of strategic issues as representing potential gains appeared to affect 
profit negatively. Again, knowledge of prior actions and outcomes would 
probably best explain the direct link between interpretation and perfor- 
«mance in this instance. It appears, however, that the effects of such previous 
actions on profit influenced the hospital managers' interpretive orientations; 
a concern with avoiding failure rather than the expected concern with pur- 
suit of profit seemed to dominate the process. Hospital managers, especially 
those of not-for-profit institutions, are perhaps highly sensitive to the po- 
tential for failure and therefore apt to be more responsive to potential prob- 
lems or threats than to opportunities. 

Perhaps orienting strategic issue diagnosis toward threat interpretations 
heightens the sense of vigilance in identifying important strategic issues not 
previously, noticed. Positive-gain interpretations may curtail decision mak- 
ers' desire to understand a strategic issue of interest (Mintzberg et al., 1976) 
because they may assume that they can simply exploit opportunities without 
conducting extended analyses (Fredrickson, 1985). In the hospital industry, 
such a stance might lead managers to act in an overly optimistic manner 
toward strategic issues (Stevenson, 1976) even though they are ill-equipped 
to capitalize on possible opportunities (Thomas, McDaniel, & Anderson, 
1991). The conservative stance found here also tends to encourage consid- 
eration of the implications of maintaining the status quo and works against 
a hospital's relying on preconceptions that might be obsolete in the face of a 
changing environment. In general, the present findings suggest that the man- 
agers of successful hospitals might begin from a position that strategic issues 
represent potential losses and then may adjust their product-service offer- 
ings through perceptions of controllability. . 

Control variables. The findings also indicate that the individual char- 
acteristics (age, education, and organizational experience) used as control 
variables in the regression equations had no significant effect on interpreta- 
tion or action. The absence of individual difference effects might be ex- 


*Tt is possible that the dimensions used in this study, positive-gain interpretation and 
controllability, did not fully capture the complexity of the interpretation process when scan- 
ning focus was treated as the antecedent. Dimensions such as legitimacy (Dutton, 1988), un- . 
certainty (Milliken, 1990; Dutton & Webster, 1988), and importance (Dutton, Stumpf, & Wagner, 
1990) might also need to be included in the model as possible issue characteristics. 
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plained by the research procedure used. In the questionnaire CEOs were 
asked to act as informants for their organizations rather than as indivicual 
decision makers. Future investigations may wish to examine the impact of 
these control variables on strategic sensemaking through the interactions 
' they have with the kind of perceptual variables we used. 


Limitations and Normative Implications 


Some possible limitations of the study should be noted. First, the hos- ` 
pital industry is a regulated, high-technology industry characterized by high 
competition, low growth, and a mix of for-profit and nonprofit orgarriza- 
tions; it remains to be seen if our findings will generalize to other settings. 
Also, because the measures of the scanning and interpretation constracts 
were drawn from a single source, some possibility of common methods bias 
exists. 

Although we examined an extensive array of actions that directly a“fect 
health care, the primary mission of the organizations studied, other orzan- 
izational actions, such as reorganization, the installation of new manage- 
ment information systems, and changes in staffing that go beyond product- 
service change, were not represented in this study. Future research might be 
designed to specify how strategic action is related to sensemaking activities. 
For example, are interpretations of controllability linked to product-, -nar- 
ket-, and technology-related actions differently? Do positive-gain interpre- 
tations affect actions surrounding such different elements of task environ- 
ments as customers, suppliers, competitors, and regulators (Thompson, 
1967) in different ways? 

We should also note that we tested the relationship between scanning 
and interpretation through the use of hypothetical, though quite real stic, 
cases, not through ongoing observations of scanning and interpretation in 
hospitals. Given the need to build our understanding of the cycles oi the 
sensemaking-organizational outcome relationship, multiple field research 
: methods (cf. Eisenhardt & Bourgeois, 1988) may be needed in light of the 

complex, temporal dimensions involved in such research. 

A number of possible implications for hospital CEOs engaged in actual 
sensemaking processes can be considered. For example, for the hospita s we 
studied, product-service growth was positively related to all three measures 
of performance. This finding does not imply that the quantity of ckange 
should be the dominant guideline, but it does suggest that aggressive devel- 
opment and implementation of product-service offerings is critical for hos- 
pital success. The sensemaking processes that help drive that growth are also 
worth considering as decision makers attempt to manage the change process 
in hospitals, institutions that have traditionally been rather static. Increased 
boundary-spanning behavior, coupled with a sense of control, appear to be 

. positively linked to the propensity of a hospital to engage in strategic action 
with respect to product-service growth. Overall, the results suggest tha: hos- 
pital managers may need to alter the internal information-processing envi- 
ronments of their organizations to maximize the probability of successful 
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change. For example, mechanisms that increase exposure to a wide range of 
strategic information, such as enhancing information-processing structures 
for top management teams (Thomas & McDaniel, 1990) and strengthening 
relationships with hospital stakeholders (Shortell et al., 1990), may facilitate 
the positive relationship between information use and controllability we 
found to be a precursor of strategic change. 


CONCLUSIONS 


Overall, the main contribution of this study is its specification of links 
between the cognitive tasks of scanning and interpreting and organizational 
actions and performance. More generally, the study established an empirical 
basis for exploring and understanding linkages among cognition, action, and 
outcomes and provided some insight into sensemaking processes that con- 
tribute to variations in organizational performance. 

Although significant headway has been made in understanding sense- 
making processes and their links to organizational outcomes, a significant 
research agenda remains. For example, the cyclical link between perfor- 
mance outcomes and scanning activities has been, with some exceptions 
(e.g., Milliken & Lant, 1991), ignored in the literature. Because cognition 
often begins with action (Weick, 1979), the boundaries and sequence of the 
sensemaking and performance constructs become blurred, especially when 
we consider cyclical or historical influences (cf. Cook & Campbell, 1979; 
Keats & Hitt, 1988). Studies that incorporate scanning, interpretation, action, 
and performance outcomes from previous or overlapping time periods 
would further enhance researchers' understanding of sensemaking, espe- 
cially in terms of providing insights into causal directions over time. Such 
research would enable specific feedback and learning “loops” to be incor- 
porated into the model based on the present findings (Figure 1). 

Future integrative research might also include systematic examination 
of the relative impact on sensemaking of individual characteristics (Hitt & 
Tyler, 1991), cross-level effects such as organizational strategy (Daft & 
Weick, 1984) and top management team structure (Thomas & McDaniel, 
1990), and multilevel constructs such as image and identity (Dutton & 
Dukerich, 1991). Moving beyond single-level approaches to sensemaking 
research and adopting methods that facilitate longitudinal observations may 
.help researchers address the key question of how organizations can perform 
differently despite facing the same environment. 

Beyond the specific findings, this work encourages an overarching ap- 
preciation of the complexity of linkages between strategic sensemaking and 
organizational performance. Simon (1979) characterized complex issues, 
such as strategic issues, as mazes. Once defined, each maze consists of a set 
of possible paths between perceptions of where an organization is vis-à-vis 
its environment and where it wants to be in terms of performance outcomes. 
Some approaches to understanding strategic management imply that organ- 
izations need to focus on how to “run the maze" to maximize performance. 
Such portrayals amount to oversimplifications of sensemaking-performance 
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relationships and do not do justice to the intricate processes involved. They 
also suggest a kind of determinism that clearly does not characterize com- 
plex organizational settings. Our findings not only provide some specific 
insights into these intricacies, but also hint that the mazes might be con- 
stantly changing as a result of the very processes used to negotiate them. 
Variations in scanning orientations, interpretation modes, actions taken, and 
performance outcomes all conspire to alter strategic issue mazes over time. 
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APPENDIX 
Case Scenarios and Assessment Information 


Scenario One 

“The make-up of the area population, along certain dimensions, appears to be changing. 
For example, a recent study by the hospital reveals that nearly % of the area population kas no 
regular physician and, considering that the number of medical indigents in the area is dramat- 
ically increasing, this proportion may continue to increase quite steeply. 

"At a recent executive committee meeting, a colleague remarked that nearly 1096 of the 
local population is ineligible for health insurance coverage or government-funded health cost 
assistance. Additionally, the trend in the area towards more service-oriented jobs anc self- 
employment may lead to more and more people being uninsured. The rumor of a new, and 
supposedly quite large firm coming to the area is also discussed. 

“The hospital has been contemplating adding satellite centers to its operations. The mix of 
services offered by the hospital has seemed right, but the occupancy rate has continued down- 
ward. This has suggested to some that the hospital needs to reach out into the perimeters pf the 
area to see more patients. With the hospital's reputation for quality care and with its capacity 
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to handle increased service provision, your colleagues feel this possible expansion is attractive. 
However, there is a general concern that there may be some difficulty in attracting needed 
physicians. Further, with the general shortage of nurses in the area there is concern that nursing 
support for the centers may be a problem. 

“A page in the recent hospital financial report shows that DRG outliers are increasing.* 
Given that nearly 4096 of reimbursement for services to the hospital is from Medicare (with 
about 3096 from commercial insurers) this information on outliers could have an effect on the 
financial performance of the hospital." 


Scenario Two 

“The role of HMO's in serving the medical needs of the area is changing. Information to 
support this includes a survey performed by the hospital which shows that HMO's have pen- 
etrated nearly 2096 of the market for those under 65 years old. It has been suggested that this 
percentage could easily grow to 30--3596 in the next 15 years if the HMO option is made more 
available as expected. 

“Additionally, a local marketing firm hired by your hospital to track consumer trends in the 
area reports that the population in the area will be increasing through the year 2000. Currently, 
75% of the population is under 44 years old. It is expected that this percentage will remain 
constant during the period. Executive staff feels that the medical needs of this growing popu- 
lation will not only change, but show dramatic growth in certain areas. 

"However, a recent internal operations report circulated to staff indicates that ambulatory 
care utilization of the hospital has fallen off. Some feel this downward direction in ambulatory 
care utilization may continue in light of the increase in the number of physician group practices 
and the in-house services that many of these groups are providing (a trend that will probably 
continue). 

“An HMO has approached your hospital to negotiate a contractual agreement for the pro- 
vision of certain services to its members. Your hospital was chosen, according to the HMO 
representatives, because of its good name recognition and location—two factors that scored 
very high in a recent survey of HMO users who were asked why they would choose a particular 
hospital. For some of the services requested by the HMO your hospital is presently unable to 
meet expected demand. However, top management has always maintained that it would be 
capable of bringing about needed expansion or change, though many feel a major reorganization 
of the hospital may be necessary. Attracting additional and/or specialty medical staff for any 
expansion program would not be difficult." 


Strategic Assessment of Scenarios 

“A situation is said to be strategic when it could alter the position of the hospital i in the 
market, could significantly affect the whole hospital, and could have an effect on the hospital's 
purposes and goals. To what extent would your hospital consider the situation to be strategic?" 
(1 = small extent, 7 = great extent) 


Positive-Gain and Controllability 
All 15 items were repeated after each scenario was presented. The notations “PG” (positive- 
gain) and “C” (controllability) were not on the questionnaire. 
“Using the scale provided, circle the number that is the best indicator of how your hospital 
would generally perceive the situation presented above:" (1 = small extent, 7 = great extent) 
“To what extent would your hospital . . . 
Perceive that benefits will come from the situation? (PG) 
Label the situation as something negative? (PG) 
Have a cholce about whether or not to address the situation? (C) 
Feel the future will be better because of the situation? (PG) 
Label the situation as a potential gain? (PG) 


* ADRG is a diagnostic related group. DRG outliers are third-party reimbursements that fall 
outside of a standard payment schedule for that group. 
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Feel it has the capability to address the situation? (C) 

See the situation as having positive implications for the future? (PG) 
Feel that there is a high probability of losing a great deal? (PG) 

Feel it can manage the situation instead of the situation managing it? (C) 
Be constrained in how it could interpret the situation? (C) 

Feel that how the situation is resolved will be a matter of chance? (C) 
Feel that there is a high probability of gaining a great deal? (PG) 

Label the situation as a potential loss? (PG) 

Label the situation as something positive? (PG) 

See the situation as having negative implications for the future?” (PG) 


Information Use 

The scale consisted of all 16 information cues in each scenario. Examples of information 
cues from scenario one are “the percent ineligible for health insurance” and “difficulty in 
attracting physicians." 

“Below is a listing of the information that is available from the situation description. Using 
the scale provided, please indicate for each piece of information the extent to which your 
hospital would use it to clarify and define the issue(s):" 


Information Source 
An example of the items derived from scenario one follows: 
External information elements 


"Report that 3396 of the population is without a physician. 

“Same report indicates that the number of medical indigents is increasing. 
“Rumor that a new firm is moving into the area. 

“Report that self-employment and service-oriented jobs in the area are increasing. 
“High reputation in the community for providing quality care.” 


Internal information elements 


“Occupancy rate of the hospital {s down. 

“Hospital report indicates that DRG outliers are increasing. 

“Internal discussion suggests that hospital may need to increase patient volume. 
“Staff feels that hospital has capacity to meet changing demands of the community. 
“Hospital report indicates that the mix of hospital services seems right." 


Product-Service Change Categories 


The notations “H,” for a high-technology product or service, and “C” for a core product or 
service, did not appear on the questionnaire. 


1. 
. Intensive care unit (cardiac care only) (H) 
. Intensive care unit (mixed or other) (H,C) 


Q0 0 Mx O9 s Ot 


Outpatient surgery services (H,C) 


Open-heart surgery facilities (H) 
Trauma center (certified) (H) 


. Ultrasound (H,C) 

. X-ray radiation therapy (H) 

. Megavoltage radiation facility (H) 

. Radioactive implants (H) 

. Diagnostic radioisotope facility (H) 
. Therapeutic radioisotopic facility 

. Histopathology laboratory (C) 

. Organ/tissue transplant (H) 

. Blood bank (C) 

. Health promotion services 

. Respiratory therapy services (C) 

. Magnetic resonance imaging (MRI) (H) 
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18. Alzheimer's diagnostic-assessment services 
19. Skilled nursing or other long-term care 

20. Hemodialysis (C) 

21. Hospice 

22. Burn care unit (H) 

23. Physical therapy services (C) 

24. Occupational therapy services 

25. Rehabilitation inpatient unit 

26. Rehabilitation outpatient unit 

27. Psychiatric inpatient unit 

28. Psychiatric outpatient services (C) 

29. Psychiatric partial hospitalization (H) 

30. Psychiatric emergency services 

31. Psychiatric consultation-liaison services 

32. Psychiatric education services 

33. Women's center 

34. Organized outpatient department (C) 

35. Emergency department (C) 

38. Birthing room, labor, delivery, recovery room 
37. Reproductive health services (H) 

38. Genetic counseling-screening services (H) 

39. Extracorporeel shock wave lithotripter (SW) (H) 
40. Obstetrics (C) 

41. Home health services 

42. Recreational therapy 

43. Comprehensive geriatric assessment 

44. Speech pathology services 

45. Hospital auxiliary (C) 

48. Volunteer services department (C) 

47. Patient representative services (C) 

48. Alcoholism-chemical dependency inpatient unit 
49. Alcoholism-chemical dependency outpatient services 
50. Geriatric clinics 

51. Neonatal intensive care unit (H) 

52. Pediatric inpatient unit (C) 

53. CT scanner (H,C) 

54. Cardiac catheterization laboratory (H) 
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Behavioral plasticity theory is offered as an explanation for the mod- 
erating effects of self-esteem on role perception—employee response 
relationships. According to this theory, because individuals with low 
self-esteem are more reactive than their counterparts with high self- 
esteem, they are more susceptible to adverse role conditions, such as 
role conflict, ambiguity, and overload, and a poor work environment 
and poor supervisory support. Moderated hierarchical regression anal- 
yses revealed significant moderating effects for organization-based self- 
esteem on role condition—response relationships, thereby providing 
support for predictions based on behavioral plasticity theory. 


It has been empirically demonstrated that role-related influences such 
as conflict, overload, and ambiguity can have an impact on the affective and 
behavioral responses of organization members. Researchers have further ar- 
gued that an individual's ability, adaptability, and self-esteem may influence 
those reactions. The purpose of the research reported here was to eveluate 
empirically the hypothesis that an employee's level of self-esteem affects the 
impact of role conditions on performance and satisfaction. The research is 
important in that it provides insight into the viability of behavioral plasticity 
theory (cf. Brockner, 1988) for predicting relationships between role condi- ` 
tions and employee responses. In addition, this investigation employed an 
organization-based rather than a global self-esteem measure so the measure 
is framed within the same context as the affective and behavioral responses 
under investigation. Finding support for the moderating effects of self- 


We would like to express our appreciation to Warren Candy and Bert Phillips, represen- 
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also extend our appreciation to Linn Van Dyne for her constructive comments on an earlier 
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esteem would suggest that if working conditions become increasingly un- 
certain, conflictual, and demanding and less supportive, steps taken by man- 
agement to foster experiences that facilitate the development of a healthy 
sense of self-esteem will be important. 


THEORETICAL BACKGROUND 
Role Condition Response Relationships 


For several decades, organization scholars have addressed relationships 
between role perceptions and a variety of employee affective and behavioral 
responses. Much attention has been given to the job stressors of role conflict 
and role ambiguity. Reviews of this literature (Jackson & Schuler, 1985; 
Kahn, Wolfe, Quinn, Snoek, & Rosenthal, 1964; Van Sell, Brief, & Schuler, 
1981) confirm the existence of such effects. For example, in their review and 
meta-analysis Jackson and Schuler identified a number of antecedents and 
consequences of role conflict and role ambiguity. They reported an average 
role ambiguity—satisfaction correlation of —.46 and an average role con- 
flict—satisfaction correlation of —.48, although the strength of correlations 
varied by the facet of satisfaction examined. Their meta-analytic results also. 
revealed modest negative relationships between both role conflict and am- 
biguity and the job performance of organization members. Finally, other 
researchers have shown that role conflict and ambiguity can have a signifi- 
cant impact on employee strain (e.g., Hendrix, 1989; Kahn et al., 1964; Rev- 
icki & May, 1989). 


Individual Difference Moderators 


Several individual differences have been proposed as moderators of role 
condition— response relationships (see Ganster and Schaubroeck [19914] for 
a partial review). For example, Schuler (1977) proposed ability/adaptability 
as a moderator of role condition—response relationships. He argued that 
individuals with high ability are better equipped than those with low ability 
to deal with the demands of role conflict and ambiguity and better able to 
cope with demands because they are more adaptable. When faced with prob- 
lems at work, high-ability individuals are better able to develop effective 
solutions than low-ability individuals. As a result, the negative impact of 
problems associated with role conflict and ambiguity will be greater for 
individuals with low ability levels than it will be for those with high ability 
levels. Because competence in handling problems on the job can prevent 
deleterious effects of role difficulties, Schuler hypothesized that ability is a 
“buffer” against role stressors. 

Building on this hypothesis, Mossholder and his colleagues (Moss- 
holder, Bedeian, & Armenakis, 1981, 1982) proposed that self-esteem will 
indicate employee ability in organizations. They theorized that an individ- 
ual’s self-perceived ability—or self-esteem —is a function of that individu- 
al's actual task-specific ability, so that the higher an individual's job-related 
ability, the higher that individual's level of self-esteem. They went on to 
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hypothesize that “[to] the extent that self-esteem can be conceptualized as a 
psychological surrogate for employee ability, the same buffering effect that 
was found for ability could be anticipated to occur for self-esteem" (Moss- 
holder et al., 1981: 227). Their rationale, which is similar to Schuler's (1977), 
was that people with high self-esteem rely more upon their skills to periorm 
their jobs, but less confident, low-self-esteem individuals rely more on iheir 
work environments. As a consequence, when environmental conditions are 
poor, low-self-esteem individuals should suffer more than their high-self- 
esteem counterparts. 

Specifically, Mossholder and colleagues (1981) proposed that low-self- 
esteem employees will show greater negative reactions to role conflict and 
ambiguity than high-self-esteem individuals, and in their later study (1382), 
they proposed that low-self-esteem employees will show more positive re- 
actions to supportive work group processes, which the researchers termed 
“peer group interaction." In their study of 206 nurses, using a global measure 
of self-esteem they obtained modest support for their hypotheses abou: role 
stressors and somewhat stronger support for effects of supportive work 
group processes. Self-esteem moderated the relationships between role am- 
biguity and job satisfaction and between role conflict and performance in the 
ways hypothesized. Similarly, peer support had greater positive effects on 
job tension, propensity to leave, and performance for low-self-esteem em- ` 
ployees. But self-esteem did not moderate the role ambiguity performance 
and role conflict—satisfaction relationships. Although it is not overwhelm- 
ing, Mossbolder and colleagues provided some support for the hypothesis 
that low-self-esteem employees are more responsive to conditions in their 
work environments than are those with high self-esteem. 

Despite these early findings, Jackson and Schuler noted that “neither 
empirical evidence nor conceptual logic supports the importance of self- 
esteem as a moderator" (1985: 36). Since then, however, the theoretical basis 
for positing the moderating effects of self-esteem in a wide variety of con- 
texts has been expanded. Brockner (1983, 1988) provided a framework 2psed 
on the concept of “behavioral plasticity" for understanding the role of self- 
esteem in role perception—employee response relationships. 

An individual's behavioral plasticity is the extent to which he or she is 
affected by external factors, such as social influences. Brockner hypothe- 
sized that there are differences in the degree to which individuals attend and 
react to external cues, and as a consequence, external environmental factors 
affect their attitudes and behaviors differently. Brockner's (1983, 1988) the- 
orizing is consistent with that of Mossholder and colleagues (1981, 1982) but 
is much more comprehensive. What the latter termed reactivity, Brcckner 
essentially terms plasticity. Given the greater depth, scope, and recency of 
Brockner's work, we used the term plasticity to indicate this phenomenon. 

The degree of an individual's behavioral plasticity could conceivably be 
associated with any number of stable individual characteristics. Brcckner 
(1988) focused on self-esteem as one major cause of observed variation in 
plasticity. According to Brockner, people with low self-esteem are more 
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behaviorally plastic (reactive) than those with high self-esteem because the 
former tend to be more yielding to external cues. One attribute of low-self- 
esteem individuals is that they seek out and respond to events in their 
environments. Brockner (1983) noted that social psychology provides three 
perspectives on the proposed inverse relationship between self-esteem and 
behavioral plasticity. Low-self-asteem individuals may be highly likely to (1) 
experience uncertainty as to the correctness of their thoughts and feelings 
and thus rely upon social cues, (2) seek acceptance and approval from others 
through conforming attitudinally or behaviorally, or both, with the latter's 
expectations as a result of a low level of self-acceptance and approval, and 
(3) be highly self-diagnostic and allow negative feedback in one area to 
generalize to other parts of the self and domains of personal activity. To- 
gether, these three psychological processes may help to explain why work- 
place events are more likely to influence low-self-esteem individuals than 
high-self-esteem individuals. In sum, according to behavioral plasticity the- 
ory, low-self-esteem individuals are more reactive than their high-self- 
esteem counterparts and are therefore more susceptible to characteristics of 
environmental events, for better or worse. Thus, plasticity differs from social 
desirability motivation, which reflects the desire to behave in ways that are 
acceptable to others, and locus of control beliefs concerning whether one is 
in control of or controlled by one's environment. Behavioral plasticity is a 
dimension of behavior and provides a conceptual framework for interpreting 
the results of studies like Mossholder and colleagues (1981, 1982). Motiva- 
tion to behave in a socially desirable manner and a belief in the external 
determination of behavior, or both, could underline the plasticity of behav- 
ior. They are not, however, descriptions of the behavior itself, but rather are 
possible causes of plasticity. 

Ganster and Schaubroeck (1991b) used and expanded plasticity theory 
as a basis for examining the moderating effects of self-esteem on role stress— 
health relationships. Specifically, Ganster and Schaubroeck hypothesized 
that not only will low-self-esteem employees be more susceptible (reactive) 
to the deleterious effects of role conflict and ambiguity than high-self-esteem 
employees, but they will also more likely be passive in coping with these 
stressors. Low-self-esteem employees will react more strongly to negative 
cues in their environments than those with high self-esteem and also be less 
likely to take constructive actions to mitigate the effects of those cues. The 
authors suggested that this passivity, in conjunction with low self-perceived 
competence, would produce a “chronic state of frustration and tension that 
is expected to lead to the development of somatic complaints and ill-health” 
(Ganster & Schaubroeck, 1991b: 352). Their study of 157 fire fighters par- 
tially supported their hypotheses. Global self-esteem moderated the effects 
of role conflict on somatic complaints but not the effects of role ambiguity. 
In sum, in both the Mossholder and colleagues (1981, 1982) and Ganster 
and Schaubroeck (1991b) studies, global self-esteem measures provided 
some support for the basic premise that low-self-esteem individuals 
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react more than high-self-esteem individuals to the quality of their work 
environments. 

The purposes of this investigation were to test the self-estesm— 
behavioral plasticity hypothesis and to replicate and extend Mossholder and 
colleagues’ (1981, 1982) and Ganster and Schaubroeck's (1991b) investiga- 
tions. Our study differs in two important ways from this earlier research. 
First, we examined an organization-based measure of self-esteem instead of 
a global measure. Organization-based self-esteem (OBSE) reflects 


The degree to which organizational members believe that they 
can satisfy their needs by participating in roles within the con- 
text of the organization. People with high OBSE have a sense of 
personal adequacy as organizational members and a sense of 
having satisfied needs from their organizational roles in the past. 
Thus, organization-based self-esteem reflects the self-perceived 
value that individuals have of themselves as organizational 
members acting within an organizational context. As a result, 
employees with high OBSE should perceive themselves as im- 
portant, meaningful, effectual, and worthwhile within their em- 
ploying organization (Pierce, Gardner, Cummings, & Dunham, 
1989: 625). 


We expected to obtain more consistent moderating effects with the or- 
ganization-based measure because, as our earlier research (Pierce et al., 
1989) demonstrated, the relationships between various measures are stron- 
ger when they are drawn from a common frame of reference. The fac: that 
earlier studies used global measures of self-esteem to predict organization- 
based dependent variables may in part explain the lack of consistency in 
their findings. We expect relationships to be more consistent when all con- 
structs are measured within the same frame of reference. 

A second purpose of this study was to look at indicators of the quality 
of role conditions besides role conflict and role ambiguity. In addition to 
those indicators, we examined the effects of role overload, work environ- 
ment support, and supervisory support on measures of satisfaction and per- 
formance, which are described in detail below. Our basic premise was that 
organization-based self-esteem will moderate the effects of role condition 
quality on employee performance and job satisfaction. We reasoned that 
low-self-esteem organization members, because of their higher reactivity to 
negative external cues and passivity about changing them, will respond 
more negatively to poor role conditions than will high-self-esteem individ- 
uals, and that the latter will be relatively unresponsive to poor role condi- 
tions. In the case of role overload, it can be argued, as did Ganster and 
Schaubroeck (1991b), that individuals with low organization-based self- 
esteem will passively accept their situation, resulting in dissatisfaction and 
poor performance. Similarly, if work environment support (equipment, in- 
formation, and so forth) is inadequate, those individuals are less likel” than 
people with high organization-based self-esteem to try to influence their 
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environments (Brockner, 1988) so that they can accomplish their assigned 
tasks. As a result, they become dissatisfied, and their performance suffers for 
lack of needed support. Finally, if individuals with low organization-based 
self-esteem receive poor direction and support from their supervisors, they 
are likely to manifest dissatisfaction and poor performance because of their 
tendencies to (1) fixate on any negative social cues in the environment and 
(2) passively accept the lack of needed support. 
In sum, we predicted that 


Hypothesis 1: Organization-based self-esteem will mod- 
erate the relationships between role ambiguity and satis- 
faction and performance: Individuals with low self- 
esteem will react more negatively to role ambiguity than 
those with high self-esteem, with lower satisfaction and 
performance as outcomes. 


Hypothesis 2: Organization-based self-esteem will mod- 
erate the relationships between role conflict and satisfac- 
tion and performance: Individuals with low self-esteem 
will react more negatively to role conflict than those with 
high self-esteem, with lower satisfaction and performance 
as outcomes. 


Hypothesis 3: Organization-based self-esteem will mod- 
erate the relationships between role overload and satis- 
faction and performance: Individuals with low self- 
esteem will react more negatively to role overload than 
those with high self-esteem, with lower satisfaction and 
performance as outcomes. 


Hypothesis 4: Organization-based self-esteem will mod- 
erate the relationships between work environment sup- 
port and satisfaction and performance: Individuals with 
low self-esteem will react more negatively to low support 
than those with high self-esteem, with lower satisfaction 
and performance as outcomes. 

Hypothesis 5: Organization-based self-esteem will mod- 
erate the relationships between supervisor support and 
satisfaction and performance: Individuals with low self- 
esteem will react more negatively to low support than 
those with high self-esteem, with lower satisfaction and 
performance as outcomes. 


METHODS 


Study Design and Respondents 


This study was conducted in two phases in the power systems division 
of a midwestern electrical utility. At time 1, we invited every employee in 
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the division to participate in a division-based organizational survey. Of 
those employees, 186 completed a paper-and-pencil questionnaire. The 
group consisted largely of men (8796) and spanned four hierarchical lezels, . 
including managerial-supervisory, administrative, and engineering employ- 
ees. It represented approximately 90 percent of the division's professional 
employees. This first survey, administered during job release time, collected 
data pertaining to all the study's self-report variables: perceptions of role 
conditions, OBSE, and satisfaction. The actual items and scales used repre- 
sented a balance between our needs for construct-valid measures anc the 
desires of the organization's management for a short survey instrument. For 
this reason, we by necessity specifically designed some items for use in this 
study. 

The second data collection, undertaken approximately eight mcnths 
after time 1, was an effort to collect independent data on performance. The 
immediate supervisor (N — 23) of each of the 186 time 1 respondents was 
asked to provide a behavioral assessment of the employee. We instructed the 
supervisors to focus on the employee during the past three to four months 
and to describe his or her behavior on several dimensions. We chose the 
three—four month time period in hopes of capturing an assessment of em- 
ployee performance that would be more representative than an assessment 
of behavior on a particular day. In addition, we wanted the measures to 
reflect behaviors that occurred after the antecedent variables had been mea- 
sured, but not so long after that role conditions or OBSE would have had a 
high probability of changing. It was not feasible to collect the satisfaction 
data at time 2. 

Of the 23 supervisors, 19 provided assessments of the effectiveness with 
which the study respondents executed each of ten managerial-administra- 
tive behaviors, yielding behavioral data on 145 of the original 186 respon- 
dents (7896). Data provided by a manager for more than one subordinate 
would, of course, not be independent. However, inasmuch as these retings 
are predicted by data from other sources (the respondents), this lack of 
independence should not pose a problem. There was no indicatior that 
differences in standards of evaluation affected managers, in part because of 
the design of the performance rating form. 


Measures 


Role conditions. Several variables, including role conflict, role arrbigu- 
ity, role overload, work environment support, and supervisory support. were 
assessed in an attempt to measure a variety of role conditions experienced by 
employees. The Michigan Assessment of Organizations survey (MAO; Insti- 
tute for Social Research, 1975), developed over a number of years at the 
University of Michigan (cf. Nadler, Jenkins, Cammann, & Lawler, -975], 
served as our major measure of role condition perceptions. We used MAO 
subscales to measure role ambiguity (three items; an example is the rezerse- 
scored “I can usually predict what others will expect of me on my job’; role 
conflict (four items; e.g., "To satisfy some people on my job, I have to upset 
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others”); and role overload (four items, e.g., “I never seem to have enough 
time to get things done"). Each of these three variables was measured by 
using a seven-point Likert scale with anchors ranging from "strongly dis- 
agree" to "strongly agree." Coefficient alphas were .63, .60, and .76 for role 
ambiguity, conflict, and overload, respectively. Although low for practical 
applications, these reliabilities are sufficiently high for research use, though 
two are below the .70 recommended by Nunnally (1967). 

The degree to which employees experienced their work environments 
as supporting work performance was also examined. Items assessing ade- 
quacy of experienced skills and training, information, work assignments, 
work procedures, and resources were summed to provide an assessment of 
overall work environment support. We took two of these dimensions from 
the MAO; for skills and training adequacy, items included “I do not have 
enough training to do my job well" and “I need more training in order to 
perform my job really well”; for resource adequacy, items included “I have 
difficulty getting the tools, equipment, and/or supplies that I need to perform 
my job," "I frequently have to stop working to get the things that I need to 
perform my job,” and “Tasks are frequently assigned to me for which I do not 
have adequate tools, equipment, and/or supplies." These items employed 
response scales anchored 1, “strongly disagree," and 5, “strongly agree." 

Using the MAO format, we developed additional scales measuring the 
perceived adequacy of information, work assignments, and work procedures 
to meet the needs of the host organization. Information adequacy was as- 
sessed with five items; examples are “I generally have sufficient information 
to make correct decisions and to perform my job,” “I often have to wait for 
information from other people before I can make a decision and/or perform 
my job well," and “I have trouble getting the facts and information that I 
need to do my job well." Work assignment adequacy was also measured by 
five items; examples are “Tasks are frequently assigned to me that I do not 
have the skills to perform," ‘“Tasks are frequently assigned to me that I do not 
have the time to perform," and "The way work is assigned to individuals or 
groups contributes to poor job performance." Work procedure adequacy was 
assessed with these three items: "Work procedures frequently prevent me 
from performing my job well," “The procedures that have been developed 
that control the performance of my job frequently get in the way of my job 
performance," and “Many of the work procedures that regulate the perfor- 
mance of my job provide me with valuable assistance." 

A principal component factor analysis of the five work environment 
support dimensions was performed. Inspection of the eigenvalues, which 
were 2.42, .97, .66, .52, and .43, application of the greater-than-one eigen- 
value decision rule, and results of a scree test suggested that a one-factor 
solution was appropriate. Factor loadings were .69, .79, .74, .48, and .73 for 
the five dimensions. We summed all the items assessing the degree to which 
these nonhuman aspects of the work environment were experienced as fa- 
cilitating work performance to form the overall work environment support 
measure (a = .85). The evidence from these analyses suggests that the new 
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items tap the same domain as the original, construct-validated items taken 
from the MAO. 

Supervisory role support was measured with a set of items also taken 
from the MAO. Overall supervisory support represents the aggregaticn of 
items measuring the following supervisory behaviors: role support, personal 
support, goal clarity, work facilitation, and protection. Each variable was 
measured on a seven-point Likert scale anchored "strongly disagree" to 
"strongly agree." Coefficient alpha was .94 for this measure, suggesting that 
analyzing the subscales separately would not likely produce different re- 
sults. 

Self-esteem. Organization-based self-esteem was measured with th» 10- 
item instrument developed and validated in our earlier work (Pierce et al., 
1989). Coefficient alpha was .90 for OBSE in the present study. 

Work behavior. Role performance was assessed through a simple addi- 
tive model based on a supervisory assessment of the employees' perfor- 
mance of ten specific administrative-managerial behaviors, including deci- 
sion making, administering, supervising, and coordinating. These behaviors 
were appraised on a response scale ranging from 7, “completely unaccept- 
able," to 1, "exceptionally good." We took this behavioral appraisal irstru- 
ment from Tornow and Pinto's (1976) Management Position Describtion 
Questionnaire, as modified and validated by Castaneda (1988) and Cas- 
taneda and Johnson (1989). 

Affect. Achievement satisfaction was measured with two items. Em- 
ploying the Dunham and Herman (1975) modification of the Kunin (1955) 
"faces" scales, the respondents answered the following two questions; rat- 
ings were subsequently combined through a simple additive model: *Con- 
sider your accomplishments at [name of organization]. Identify the fac? that 
best expresses how you feel about your accomplishments while an employee 
here at. " and "Consider your history of successes and failures here 
at . Identify the face that best expresses how you feel about your overall 
success history at —.” 





RESULTS 


Moderated hierarchical regression analysis was employed to examine 
the moderating effects of organization-based self-esteem on the relatiorships 
between role conditions and employee satisfaction and performance. 

Table 1 presents the intercorrelations and descriptive statistics lor all 
the study variables. Of note in Table 1 are the correlations between OBSE 
and its previously hypothesized antecedents and consequences (Pierce et al., 
1989), though those variables were not the focus of the present study Con- 
ditions in the work environment that suggest employee experiences of sup- 
port and trust, namely work environment support, supervisor support, and 
lack of ambiguity, were all positively correlated with OBSE, as expected. 
Similarly, role performance and achievement satisfaction, two expected con- 
sequences of OBSE, correlated significantly with the self-esteem measure. 


Academy of Management Journal April 


280 


3189) perre)-auo ‘To’ > d ,, 
188) pejre;-euo ‘gg’ > d, 


'ejeudo1dde eoqA speuoSerp eq; uo seseqjuered eq Ort pejioder are seqdye yueyITye0") , 





(v6) axle’ "rA ab so — SL — xsLZ — ete” 00't 
(14) xaO PY A 60' — SÉIL — „SE — +SS 001 

(v6) nn OP V-— SEL — x«08 — an SE elt 

(se) „+86 — 28h — 2x89 — xx LE Gen 

(94) «a 8T #08" H Da 

(09) wf gn — 60'T 

(£9) sste — 160 

(06) Dën 

8 4L 9 - D v € z I s 


gez eoueuiojred ooy 'g 
EG DOt2pIsDge 3UoureASpqOV 'Z 
Kai Voddng Arostaiedng 9 
09'€ 310ddns jueuruodaue YOM *6 
ICE peo[19Ao BOY "E 
96'€ jopjuoo ejos "E 
Ee? Dmätomm epo "$ 
66'€ U108]58-J[08 ` 
pessq-uogszruesi() ‘Tt 
sueay sqa 





eSUOYBJALOY pue 'suonerAaq Dip ‘SUBIN 


t WISVIL 


1993 Pierce, Gardner, Dunham, and Cummings 281 


Table 2 presents results from the moderated hierarchical regression tests 
of hypotheses. Hypothesis 1 predicts that organization-based self-esteem 
will have a moderating effect on role ambiguity —role response relationships. 
The interaction of OBSE and ambiguity had significant effects on both of the 
study's dependent variables, supporting Hypothesis 1. We plotted the sig- 
nificant interactions using procedures outlined in Cohen and Cohen (1975). 
In each case, the relationship between role ambiguity and the satisfaction 
and performance dependent variables was negative for respondents with 
low OBSE and relatively flat for those with high OBSE (see Figure 1). Indi- 
viduals with low organization-based self-esteem performed worse when 
they perceived high levels of ambiguity than did those with high OBSE. 

Hypothesis 2 predicts that organization-based self-esteem will have a 
moderating effect on role conflict—role response relationships. The interac- 
tion of OBSE and conflict significantly affected the dependent variable mea- 
suring satisfaction but did not significantly affect performance. When plot- 
ted, these interactions indicated negative relationships between conflici and 
satisfaction for individuals with low OBSE and relatively flat ones for -hose 
with high OBSE. The lack of effects on performance may in part be due to the 
low internal consistency of the role conflict measure, which results in low 
statistical power. 

Hypothesis 3 predicts that organization-based self-esteem will have a 
moderating effect on role overload—role response relationships. Results for 
Hypothesis 3 were almost identical to those for Hypothesis 2. Interactions of 


TABLE 2 
Results of Regression Analyses 
Achievement ` ` Role 
Satisfaction Performance 
Variables P AR! d AR 
OBSE 0.97** 0.22 
Role ambiguity -0.21** 33** —0.24** .0g** 
OBSE x ambiguity 0.28* .01* 0.39* .03* 
OBSE 1.08** 0.35* 
Role conflict -011* Ki —0.10 .05* 
OBSE x conflict 0.27** .02** —0.06 .00 
OBSE 1.09** 0.37** 
Role overload — 0.07 .30** — 0.04 .04* 
OBSE x overload 0.28** .02** 0.02 .00 
OBSE 0.98** 0.23 
Work environment support 0.32* .32** 0.39* .07** 
OBSE X work environment support —0.53* .02* —0.52* .02* 
OBSE 1.08** 0.24* 
Supervisory support 0.01 .30** 0.15 .07** 
OBSE x supervisory support —0.27* .02* —0.27* .02* 


* p < .05, one-tailed test 
** p « .01, one-tailed test 
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FIGURE 1 
Interactive Effects 
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OBSE and overload had significant effects on satisfaction but not on perfor- 
mance. When plotted, these interactions indicated a negative relationship 
between overload and satisfaction for those with low OBSE and a relatively 
flat one for those with high OBSE. As with role conflict, the lack of effects on 
performance may in part be due to the low internal consistency of the role 
overload measure. 

Hypothesis 4 predicts that organization-based self-esteem will moderate 
work environment support—role response relationships. The interactions of 
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OBSE and work environment support had significant effects on both of the 
study's dependent variables. When plotted, these interactions indicated that 
the relationships between support and satisfaction and performance were 
positive for those with low OBSE and relatively flat for those with high 
OBSE. In other words, the former were more satisfied and performed better 
when they perceived their work environment as being supportive of their 
work efforts than when they didn't. 

Hypothesis 5 predicts that organization-based self-esteem will moderate 
supervisor support—role response relationships. The results for Hypothesis 
5 were similar to those for Hypothesis 4. The interactions of OBSE and 
supervisor support had significant effects on all the study's dependent vari- 
ables. When plotted, these interactions indicated that the relationships be- 
tween supervisor support and satisfaction and performance were positive for 
people with low OBSE and relatively flat for those with high ratings on the 
variable; this pattern was more true for performance than for satisfaction. 
People with low OBSE were more satisfied and performed better when they 
perceived their supervisors as supporting their work efforts than when they 
didn't. 

In sum, the results of eight of the ten regression tests supported the 
study's five hypotheses. We consider those results supportive of our predic- 
tion that measuring self-esteem in an organizational frame of reference 
would produce consistent relationships with other organization-relevant 
measures. However, it should be noted that the interactions generally ac- 
counted for small amounts of dependent variable variance. This is not un- 
usual in moderated regression analyses because the test of the interaction 
term is a conservative one: it reflects predicted variance left over after the 
stronger main effects have been "'partialled out" (Cohen & Cohen, 1975). 
Moreover, effect sizes underestimate true effects when they accumulate over 
time (Abelson, 1985). It should also be noted that there were more consistent 
effects on satisfaction than on performance, which would be expected given 
that we collected satisfaction ratings from the same source as the predictor 
variables, at the same time. 


DISCUSSION 


To the extent that conclusions can be made from correlational data, our 
results generally support the hypothesis that individuals with low self- 
esteem, when compared to people with high self-esteem, react with greater 
intensity to characteristics of their work environments, whether those char- 
acteristics are good (a supportive supervisor) or bad (role conflict). Our re- 
sults are also consistent with Ganster and Schaubroeck's (1991b) elaboration 
of plasticity theory. It would appear that low-self-esteem employees may 
well cope passively with the problems in their work environments. In our 
study, the most consistent moderating effects on performance involved 
OBSE and environmental and supervisory support. If employees with low 
organization-based self-esteem do indeed passively accept lack of the sup- 
port and resources needed to perform their jobs, it seems logical that per- 
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formance levels would suffer. If employees with high OBSE respond to such 
conditions by attempting to acquire better resources, or perhaps by using 
their inherently greater abilities, such performance effects would be less 
severe. 

When our results are compared to those of Mossholder and colleagues 
(1981), it would seem that certain boundary conditions are at work. Those 
authors found that self-esteem moderated the ambiguity-satisfaction rela- 
tionship but not the ambiguity-performance relationship. We found that 
self-esteem moderated measures of both satisfaction and performance. Moss- 
holder and colleagues attributed their results to the general tendency of role 
ambiguity to affect attitudinal dependent variables more than behavioral 
variables. We suggest that because their sample was more homogeneous than 
ours, consisting entirely of registered nurses, certain constraints on em- 
ployee performance may have precluded obtaining significant ambiguity- 
performance moderating effects (cf. Johns, 1991). Nurses may have greater 
constraints on their work behaviors than our respondents because the con- 
sequences of poor performance on patient health can be catastrophic. 

In contrast, Mossholder and colleagues (1981) found that self-esteem 
significantly moderated the conflict-performance relationship but not the 
conflict-satisfaction relationship. They attributed their results to the nature 
of the work their subjects performed. We, on the other hand, obtained just 
the opposite: moderating effects for conflict-satisfaction but not for conflict- 
performance. Perhaps, as Mossholder and colleagues noted, conflict in hos- 
pitals is structurally different and more intense than it is in other types of 
organizations, like the utility company studied here. Perhaps the profession- 
als in our study were better able to work around sources of conflict in their 
work environments than the nurses Mossholder and colleagues studied. As 
` Johns (1991) noted, future researchers may need to think beyond the raw 
scores they obtain on role stressor scales and consider the psychological 
domains of their subjects. We also failed to observe significant moderating 
effects for the overload-performance relationship. This lack might be attrib- 
utable to two issues affecting our respondents: professional norms driving 
performance behavior, and the organizational and self-expectation that, as 
professionals, they will get their work done no matter how long it takes since 
there is no incoming shift to relieve them. 

Our results also support the premise advanced in our earlier work 
(Pierce et al., 1989) that researchers are more likely to find the self-esteem 
effects they are looking for if they measure self-esteem in a frame of reference 
consonant with the other variables under study. Our results with OBSE are 
more consistent, though not stronger, than results obtained in earlier studies 
with global assessments of overall individual competence. This pattern only 
makes sense, since global self-esteem derives from people's self-perceived 
competence across the myriad of roles that they occupy in life. Thus, the 
recommendation that researchers use self-esteem measures framed in the 
same context as the other measures under study merits consideration. 

In an ideal world, organizations would be motivated to, end effective at, 
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creating role conditions that support workers and prevent unnecessary 
stress. The direct relationships found between quality of role conditions and 
satisfaction and performance (see Table 1) suggest that organizations and 
their members have much to gain from such role conditions. But the reality 
is that in rapidly changing environments, this ideal remains mostly a laud- 
able objective. Periods of uncertainty, conflict, overload, scarce resources, 
and poor relationships are becoming common as organizations attempt to 
restructure themselves to compete better in an international marketplace. 

Our findings offer some hope for those less than ideal organizations 
because the earlier work on OBSE (Pierce et al., 1989) suggests it is a prac- 
tical and malleable characteristic capable of change when substantive 
changes come about through a person's organizational experiences. Since 
organization-based self-esteem derives from the experiences that employees 
have within the context of their organizational roles, especially messages 
received from significant others like supervisors and colleagues, it appears 
fruitful for organization managers and leaders to foster employee experi- 
ences that bolster the development of a healthy sense of self-esteem. For 
example, when work environment support is inadequate, supervisors 
should reassure subordinates that they are capable of success despite the 
lack of resources. Similarly, avoidance of systems, procedures, and mana- 
gerial processes that send messages that employees are not competent and 
not to be trusted, such as excessive work rules and oppressive managerial 
behaviors, will help prevent low OBSE. A strong sense of self will help equip 
organization members with the ability to cope with the high levels of change, 
conflict, uncertainty, and ambiguity that will accompany work in the 21st 
century (cf. Johnston & Packer, 1987). 

In terms of future research, we offer several recommendations. With 
increasing interest in behavioral plasticity, the need to develop its opera- 
tional definition should be formally addressed. Only then can the self- 
esteem— plasticity hypothesis be fully explored. In addition, our earlier re- 
search provided evidence suggesting that OBSE had greater predictive effi- 
cacy than global self-esteem in association with other organization-based 
constructs. In the future, investigators might want to consider controlling for 
global self-esteem in their efforts to examine the incremental utility of OBSE. 
It should be noted that the main effects for satisfaction found here were 
generally larger than those for performance. Because the independent vari- 
ables and satisfaction were measured at the same time, both with self-report 
paper-and-pencil measures, some of those observed relationships could be 
due to common method effects. One advantage of moderated hierarchical 
regression analysis is that common method effects are partialled out along 
with the main effects before inspection of the interaction term, which is the 
focus of this study. 

Future researchers should examine more closely our failure to observe 
significant performance effects with two of the role conditions—role con- 
flict and role overload. Some recent work by Sawyer (1992) suggests that one 
area to examine is the degree to which these observations are measurement- 
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bound. Finally, we suggest that future research should also be directed to- 
ward the development of an understanding of the kinds of organizational 
experiences that foster a healthy sense of organization-based self-esteem. In 
pursuit of this objective, a lead can be taken from the work of Korman (1971), 
who suggested that both the expectations of others and situational condi- 
tions, such as mechanically designed social systems, play a major role shap- 
ing an individual's self-esteem. Brockner (1988: 159—193), using anecdotes, 
also discussed in some detail the ways in which organizations can maintain 
and enhance employees' self-esteem. Many of the examples he used provide 
rich ground for testing hypotheses about the causes of self-esteem in organ- 
izations. 
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We tested the job demands—job control model of stress with a group of 
136 registered nurses. Significant interactions between subjective and 
objective measures of work load and a measure of perceived control 
predicting physiological and attitudinal outcomes indicated support for 
the model. In addition, objectively assessed job demands were signifi- 
cantly associated with blood pressure and cortisol levels. The model 
also predicted elevations in physiological responses after individuals 
left work, suggesting that potentially health-impairing reactions to jobs 
that have high demands and low controllability might carry over to 
home settings and thus pose a high risk of long-term health impairment. 
The results have implications for the role of personal control in occu- 
pational stress generally and for nurse-management practices specifi- 
cally. 


Various reviews of the now extensive literature on job stress have gen- 
erally concluded that prolonged exposure to certain job demands can lead to 
a variety of pathological outcomes, including mental and physical disorders, 
absenteeism, and reduced productivity (Ganster & Schaubroeck, 1991; Sharit 
& Salvendy, 1982). However, stress researchers have been less successful at 
demonstrating that objectively assessed job demands actually lead to inde- 
pendently assessed medical outcomes or the physiological responses that 
often presage them (Kasl, 1986). In large part, such research has been ham- 
pered by reliance on self-report assessments of both independent and de- 
pendent variables. Observed correlations are thus suspected of reflecting 
various methodological artifacts such as common method variance, concep- 
tual overlap of constructs, and even the influence of dispositional variables 
like negative affectivity. Finally, only the broadest of theoretical models has 
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informed much of this research. In this study, we attempted to contribute to 
that literature by making some methodological improvements, such as com- 
bining objective and subjective assessments of independent and dependent 
variables. In addition to examining the main effects of work demands, we 
also tested the job demands—job control theory of occupational stress 
(Karasek, 1979). Our literature review will focus first on research directly 
relevant to this model. 


THE JOB DEMANDS- JOB CONTROL MODEL 


A theory known variously as the job demands- job control model, the 
job demands- job decision latitude model, the decision latitude model, and 
the demands-control model (Karasek, 1979) has provided the underlying 
theoretical basis for most large-scale studies of job stress conducted in the 
last ten years. In its basic form, the model specifies two broad constructs that 
can vary independently in a work environment. Job demands are defined as 
psychological stressors, such as requirements for working fast and hard, 
having a great deal to do, not having enough time, and having conflicting 
demands. It is important to note that these are psychological demands and 
not physical ones. Thus, a fast and hectic work pace may impose physical 
requirements that lead to fatigue, but the stress-related outcomes the model 
predicts are related to the psychological effects of the work load —the anx- 
iety associated with the need to maintain the pace of work and the associated 
consequences of failing to complete the work. Job decision latitude has two 
components: a worker's authority to make decisions on the job, or decision 
authority, and the variety of skills the worker uses on the job, or skill dis- 
cretion. Previous researchers (Karasek, 1979) have combined these two com- 
ponents into one measure of decision latitude, or control. Figure 1 illustrates 
the model. 

The first major prediction of the model is that job strain, a stress out- 
come reflected in mental and physical health problems, occurs when jobs 
are simultaneously high in demands and low in controllability. This predic- 
tion rests on the reasoning that high demands produce a state of arousal in 
a worker that would normally be reflected in such responses as elevated 
heart rate or adrenaline excretion. When there is a constraint on the re- 
sponses of the worker, as would occur when control is low, the arousal 
cannot be appropriately,channeled into a coping response and thus pro- 
duces an even larger physiological reaction that persists for a longer time. 
The model's second prediction is that positive outcomes, such as motiva- 
tion, learning, and healthful regeneration, occur when an individual occu- 
pies an "active" job (Karasek, 1979), one that has high levels of both psy- 
chological demands and controllability. Finally, we can consider the effects 
of an individual's having low control while occupying a low-demand job. 
Karasek labeled this condition “passive” and argued that it will generally be 
dissatisfying. As people adapt to low-control and low-demand situations 
over time, they may become unable to make judgments, solve problems, and 
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FIGURE 1 
The Job Demands—Job Control Model 
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face challenges. Increasing worker control, even in low-demand situations, 
can counter tendencies toward learned helplessness and transform a job into 
what Karasek termed a ''low-strain"' job. 

Although there seems to be a growing consensus that worker control is 
important for health and well-being (Sauter, Hurrell, & Cooper, 1989; Sutton 
& Kahn, 1987) and that the demands-control model provides a useful vehicle 
for studying control, two broad criticisms of the model remain. 

First, researchers have used a diverse array of measures to represent job 
decision latitude, or control. For example, measures have included such 
indicators as dealing with customers and the public (Haynes, LaCroix, & 
Lippin, 1987), repetitious-monotonous work (Haynes et al., 1987; Karasek, 
1979), the educational requirements of a job (Karasek, 1979), skill utilization 
(Sauter, 1989), and possibilities for ongoing education as part of a job 
(Johnson & Hall, 1988). Such a broad inclusion threatens to make the deci- 
sion latitude (control) construct virtually indistinguishable from the more 
traditional conceptualization of stress as an imbalance between individual 
capabilities and environmental demands. Kasl (1989) and Sauter and Hurrell 
(1989) questioned what has been learned theoretically or practically through 
the model if control remains such a broadly conceived construct. Moreover, 
many of the measures just noted fail to capture the notion of behavioral 
control that is the theoretical construct of central interest. Although many of 
the epidemiological studies cited above have used occupation-level objec- 
tive indexes of decision latitude, the construct of most importance is an 
individual's personal belief in his or her control over a work situation. This 
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meaning is clearly evident in Karasek's (1979) initial work and follows from 
an extensive body of work in experimental psychology. Laboratory studies 
have demonstrated that just the belief in personal control, even if it remains 
unexercised, has a significant impact on the felt stressfulness of demanding 
or threatening situations (see the review by Ganster and Fusilier [1989]). 
Miller (1979) has also argued that control is essentially a cognitive phenom- 
enon that causes individuals who perceive themselves as having high con- 
trol to tolerate aversive events better than those who do not perceive such 
personal control. Thus, a major objective of the present study was to obtain 
a direct measure of individuals' control perceptions rather than rely on 
occupational indexes that likely only tangentially relate to those beliefs. 

Second, it is not always clear what is meant by the joint effects of 
demands and control. Karasek's (1979, 1989) discussion of the construct 
clearly reflects an interactive meaning, but later researchers have debated 
how that discussion translates into a statistical modeling of the interaction 
(Ganster & Fusilier, 1989; Kasl, 1989). Those critics have concluded that the 
epidemiological evidence mostly seems to support an additive model of 
demands and control rather than an interactive one. 

As a specific theory of occupational stress, the demands-control model 
has filled a middle ground between two broader theoretical perspectives. 
One paradigm might be labeled the epidemiological one, and Kasl (1986) 
explicitly enumerated its tenets. Researchers taking this perspective have 
attempted to empirically link exposures to occupational conditions, such as 
high work load demands and machine pacing requirements, and actual dis- 
ease endpoints, such as coronary heart disease. Direct assessment of inter- 
vening cognitive processes does not provide the main empirical thrust, al- 
though their importance is not denied. Here the emphasis is less on under- 
standing the phenomenology of the stress experience than on identifying 
epidemiologically significant occupational risk factors. The ultimate aims of 
researchers in this paradigm are to identify those risk factors so that recom- 
. mendations can be made regarding broad policies of surveillance and con- 
trol of exposure. This paradigm is most evident in the work of European 
researchers (e.g., Frankenhaeuser & Gardell, 1976), whose work has indeed 
significantly affected government policies regarding work and health. 

The other paradigm, which might be labeled the cognitive appraisal 
model after the work of Lazarus and colleagues (e.g., Lazarus, 1991), is 
mostly concerned with understanding the cognitive processes that mediate 
the effects of environmental events on mental and physical health. The 
central proposition is that it is how people cognitively interpret, or appraise, 
situational demands that determines their psychological and physical im- 
pact. Thus, advocates of the epidemiological paradigm emphasize the im- 
portance of obtaining objective measures of occupational exposures and 
hard outcomes, and advocates of the cognitive appraisal paradigm empha- 
size the assessment of individual perceptions of occupational demands. The 
former would define stress as exposure to occupational demands them- 
selves, at least to those that can be shown to produce changes in health, and 
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the latter would define stress as the subjective cognitive appraisals of po- 
tential threat or harm that stem from those exposures. 

Although there has been pointed debate between proponents of the two 
paradigms, they do not necessarily produce incompatible research criteria. 
Rather, each tradition is better suited to a different aim. Epidemiological 
studies are more appropriate for identifying occupational risk factors that 
affect workers in general and thus are useful for policy decisions regarding 
workplace health. Cognitive appraisal studies provide a better basis for un- 
derstanding the intervening processes in stress and disease and help re- 
searchers develop intervention strategies for individual stress management 
and for coping processes in particular. The demands-control model has 
bridged these two perspectives to some extent. Most of the empirical effort 
related to the model has been based on epidemiological-type assessments of 
occupational exposures yet has incorporated an essentially cognitive vari- 
able, decision latitude, to explain under what conditions those exposures 
will be stressful and thus pose a health risk. 

Tests of the model have come from both paradigms discussed above. 
The most extensive efforts, and generally the ones most supportive oi the 
model, have been large-scale epidemiological analyses that rely on occupa- 
tion-level assessments of the independent variables, demands and control. 
These have been both cross-sectional and longitudinal studies. The other 
methodology consists of cross-sectional studies that relate, at the individual 
level of analysis, self-reports of demands and control to various stress- 
related outcomes. The epidemiological studies generally focus on corcnary 
heart disease and associated risk factors like blood pressure, and the self- 
report studies generally focus on affective outcomes. Lately, a few of the 
individual-level studies have used either physiological outcomes, such as 
catecholamine excretion (Ganster & Mayes, 1988), or behavioral outccmes, 
such as the number of an employee's sick days (Dwyer & Ganster, 19€1). 

Overall, support for an interactive demands-control model has been 
mixed. The early studies (Karasek, 1979; Karasek, Baker, Marxer, Ahlbom, & 
Theorell, 1981; Theorell, Alfredsson, Knox, Perski, Svensson, & Waller, 
1984) were generally reported to be supportive of the model, but on closer 
examination, their evidence is difficult to interpret. First, there is little ev- 
idence of a statistical interaction between the variables measuring dex-ands 
and control that fits the predictions of the model. Second, a variety of other 
confounding elements, including both individual risk factors and other job 
characteristics, such as physical exertion, potentially come into play in ex- 
plaining the results of a given study. In addition, some of the later studies 
have failed to find any supportive results (Pieper, LaCroix, & Karasek, 1989; 
Reed, LaCroix, Karasek, Miller, & MacLean, 1989). As a whole, then, the 
large-scale occupation-based studies using diagnosis of coronary disease or 
associated risk factors as criteria have failed to provide convincing support 
for the model. 

The evidence from the individual-level studies is also mixed. Landsber- 
gis (1988) found support for the interactive model in a study of 289 bealth 
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care workers predicting self-reported affective outcomes. Using a one-year 
longitudinal design, Bromet, Dew, Parkinson, and Schulberg (1988) reported 
limited support for an interaction between demands and control in predict- 
ing a self-report measure of alcohol problems. Other investigators using self- 
report measures of affective outcomes (job satisfaction, depression, anxiety, 
and somatic complaints) have failed to support the interactive model (Gan- : 
ster & Mayes, 1988; Hurrell & McLaney, 1989; Payne & Fletcher, 1983; Spec- 
tor, 1987; Tetrick & LaRocco, 1987). Using a simulated letter-sorting task, 
Perrewe and Ganster (1989) found no significant interactions between ma- 
nipulated demands and control on physiological outcomes and found only 
partial support for affective outcomes. Ganster and Mayes (1988), however, 
found that the model predicted intentions to quit and adrenaline excretion 
on the job for a sample of 306 white- and blue-collar workers. Schnall, 
Pieper, Schwartz, Karasek, Schlussel, Devereux, Ganau, Alderman, Warren, 
and Pickering (1990) showed that individual reports of job demands and 
decision latitude were predictive of diastolic blood pressure and structural 
changes in the heart in a case-control analysis. The investigators controlled 
for an extensive list of confounding factors, but their statistical analyses 
were not done in a way to demonstrate that the effects of demands and 
control were interactive rather than additive. 


HYPOTHESES 


We designed the current study as a rigorous test of the demands-control 
model. Previous tests of the model have reflected the methodological limi- 
tations characteristic of different research traditions. The epidemiological 
studies have ignored differences in exposures for different individuals in the 
same occupation and have lacked direct assessments of worker control. The 
individual-level studies have rarely employed any objective measures of 
occupational exposure or physiological outcome measures. In the present 
study, our aim was to blend both paradigms to provide a stronger test of the 
demands-control model. Accordingly, we developed objective indexes of 
work demands as well as perceptual measures of demands. On the outcome 
side, we incorporated both self-reported psychological indexes of experi- 
enced stress and physiological manifestations. Finally, we measured control 
directly as employee beliefs. 

As Figure 1 illustrates, we predict that job strain will be a multiplicative 
function of both high job demands and low personal control. Our theoretical 
reasoning flows directly from the demands-control model, and thus we offer 
the following interactive hypothesis: 


Hypothesis 1: Occupational demands will interact with 
employee contro] perceptions in such a way that the im- 
pact of demands on both psychological and physiological 
outcomes will be greater under conditions of low per- 
ceived control. 


In addition, we chose to examine the effects of demands and control on 
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job performance. Although job performance does not figure prominently in 
the demands-control model, there is some empirical indication that such 
stress-related variables are associated with it, especially in the nursing oc- 
cupation (Motowidlo, Packard, & Manning, 1986). Our examination ol job 
performance, then, was done in a more exploratory spirit. 


METHODS 
Data 


The population consisted of all 198 full-time nurses employed in a 
medium-sized private hospital in the Midwest. Of this totally female popu- 
lation, 151 completed the subjective measures, and 136 provided usable 
physiological assessments. Respondents ranged in age from 21 to 60 yaars, 
with an average of 35 years. Tenure in the organization ranged from 2 tc 486 
months, with a mean of 101 months. Respondents' average tenure in -heir 
present positions was 53 months. 

As Vredenburgh and Trinkaus pointed out: 


Nurses represent a particularly suitable sample for investigating 
... stress. As members of a profession working for bureaucratic 
organizations, nurses may experience conflict about control 
growing out of the incongruity between actual work practices 
and expectations inculcated during training. Nursing is strug- 
gling for increased professional recognition and prestige ... 
Nursing ... generally [has] considerable responsibility ... and 
overwork. Additionally, most nurses are female and family is- 
sues are more likely to be relevant to work and career consider- 
ations (1983: 82—83). 


Several attributes of the nursing profession contribute to the suitability 
of this occupation for studying job stress generally and for testing hypothe- 
ses from the demands-control model in particular. First, an abundance of 
work documents the prevalence of stress-related symptoms among nurses, 
including absence, job dissatisfaction, turnover, performance decrements, 
and depression (e.g., Gray-Toft & Anderson, 1981; Jamal, 1984; Norbeck, 
1985). Second, many of the frequently cited stressors and job conditicns of 
nursing are amenable to objective measurement (e.g., Norbeck, 1985). Third, 
there is enough significant variance in the exposure to these stressors ECross 
nursing departments that adequate tests of relationships are possible (Cald- 
well & Weiner, 1981; Stehle, 1981). Finally, the issue of control, especially 
in decision making, plays a central role in many of the new shared manage- 
ment and primary care delivery systems, and the efficacy of these new man- 
agement systems are the focus of much debate in the nursing field (L'arby- 
shire, 1988; Payson, 1988). 


Measures 


Work demands. Work demands were assessed using both objective and 
subjective measures. First, we obtained objective evaluations of the psycho- 
logical demands on each nurse by asking each department's head nurse (N = 
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15) to report patient load, patient contact hours as a percentage of total work 
time, and the number of deaths witnessed by nurses in their departments in 
the last year. We chose these objective demands after conducting a series of 
interviews and discussions with nurses in each department. Because nurses 
in most departments experienced and mentioned most of these demands, we 
considered that they would provide meaningful comparisons across the 15 
departments. This choice of stressors also converges with findings reported 
by Van Ameringen, Arsenault, and Dolan (1988) that indicated that blood 
pressure is associated with similar job content dimensions. Subjective quan- 
titative work load was assessed by asking nurses to complete the scale by 
Caplan, Cobb, French, Harrison, and Pinneau (1975). This 7-item scale, used 
to capture the amount and pace of their work, showed a reliability of .80 in 
this study. A more inclusive inventory of stressful events was the 45-item 
scale developed and validated by Motowidlo and colleagues (1986). In re- 
sponse to the general question, “How often do these things generally happen 
to you in your job?" respondents used a four-point scale ranging from 
“never” to "very often." The items from this scale were derived from inter- 
views with nurses in a variety of clinical areas. in several hospitals. Moto- 
widlo and colleagues (1986) reported good psychometric properties and cor- 
relations between this scale and health and job performance outcomes. In 
their study, they also measured respondents' perceptions of the intensity of 
the stressful events. We omitted the intensity ratings from the present study 
in light of Motowidlo and colleagues' finding that the frequency ratings 
provided stronger relationships with subjective distress ratings, affective 
outcomes, and job performance. Again, the intent in the present study was to 
obtain a measure of chronic exposure to job demands. Reliability of the scale 
consisting of the averaged items in the present study was .88. 

Control. Employee perceptions of the amount of control that they expe- 
rienced at work was measured with a version of the 22-item scale reported 
and developed by Dwyer and Ganster (1991). The items cover a variety of 
work domains, including control over the variety of tasks performed, order 
of task performance, pacing, scheduling of rest breaks, procedures and pol- 
icies in the workplace, and arrangement of the physical environment. The 
scale was modified to more accurately reflect the specific demands of nurs- 
ing. Thus, we augmented content areas by referring to patient loads, physi- 
cian demands, and exposure to health threats. Present reliability was .88. 

Affective outcomes. Overall job satisfaction was assessed with a gender- 
neutral version of the “faces” scale (Kunin, 1955), which Brief and Roberson 
(1989) suggested as the most balanced of the job.satisfaction scales in terms 
of capturing respondents' affective reactions to a work place. We measured 
illness and somatic complaints using a 17-item scale that asked respondents 
to report the extent to which they experienced various symptoms, including 
insomnia, headaches, and stomach upset. Reliability for this scale was .85. 

Physiological outcomes. A challenge in using physiological indicators 
is to find ones that both plausibly indicate a stress-related response and have 
known implications for subsequent health. Heart rate, for example, is prob- 
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ably neither a valid measure of stress-related arousal nor a useful predictor 
of morbidity. For this study, we chose arterial blood pressure and salivary 
cortisol. Blood pressure has well-known epidemiological significance as a 
risk factor for cardiovascular disease (Schnall et al., 1990). Neuroendocrine 
responses have also seen regular use in the stress literature, but researchers 
have tended to favor the adrenomedullary components, such as adrenaline 
and noradrenaline production. These responses do not always clearly indi- 
cate distress because they have been shown to accompany active and suc- 
cessful coping with a demand or challenge (Dienstbier, 1989). Thus, it is not 
clear that they presage later health problems or indicate subjective dist-ess. 
Adrenocorticol responses, like cortisol production, however, are more gen- ` 
erally associated with ineffective coping and situations in which an indi- 
vidual is having difficulty mastering the demands (Dienstbier, 1989). More- 
over, Antoni (1987) suggested that chronic high cortisol is likely implicated 
in suppression of immunological functioning and depression. Another chal- 
lenge to stress researchers in the work domain is to explore the persistence 
of elevations of such physiological indicators. The implications for subse- 
quent health disorder are greater if it can be shown that elevations in blood 
pressure and cortisol continue after an employee leaves the work environ- 
ment. Thus, as an additional methodological refinement, we sampled blood 
pressure and cortisol responses off the job as well as on the job so that we 
could assess potential work-to-home carryover effects. 

Fried, Rowland, and Ferris (1984) discussed the problems and prospects 
of using physiological measurement in stress research. Despite their appar- 
ent objectivity, such measures cannot always be assumed to yield reliable 
indicators of chronic strain. Care must be taken to standardize collection 
procedures as well as assay methods. In addition, job stress researchers 3ave 
generally relied on only one or two samples of a physiological indicator 
when making inferences about stress responses. Steffy and Jones (1986), in 
one of the more careful physiological stress studies, examined the rela-ion- 
ships among perceived job stressors (role ambiguity and role overload], job 
dissatisfaction, recent stressful life events, age, and gender, and five physi- 
ological indicators of stress, including serum cholesterol, uric acid, triglyc- 
erides, and blood pressure. Although they found that work stressors were 
significantly related to a composite measure of coronary disease risk, the 
stressor variables were generally not correlated with the physiological out- 
comes. Compared to most physiological assessments in the work stress lit- 
erature, Steffy and Jones's study employed rigorous controls to ensure reli- 
able collection and handling of samples. However, even in this case, the 
researchers had to rely on data from one sampling session from which they 
estimated physiological responding. Intraindividual variation over time can 
lead to unreliable measures of physiological responsivity, especially when 
the attempt is to link them with more or less chronic stressors. In the present 
study, then, we made multiple samplings of our physiological indicators 
over two or more days to obtain more reliable measures of each nurse's 
responsivity. 
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Six variables were created representing systolic and diastolic blood 
pressure at work and at home and salivary cortisol at work and at home. 
Nurses took blood pressure readings immediately upon awakening on the 
first day of measurement to establish a baseline. The nurses then provided 
additional readings at approximate three-hour intervals both during and 
after work for three different work days (see Table 1). We averaged readings 
taken after work to form measures of home blood pressure and averaged 
readings from the work day to form measures of work blood pressure. Reli- 
abilities assessed by coefficient alpha were as follows: work diastolic, .90; 
home diastolic, .92; work systolic, .90; and home systolic, .93. The blood 
pressure variables for home and work were computed separately so that we 
could assess potential carryover effects from the work setting to the home. 
Blood pressure readings exceeding 150 systolic and 90 diastolic are gener- 
ally considered to indicate hypertension. Although the nurses' blood pres- 
sures were slightly higher during the work day than at home, the mean 
responses for systolic in the current sample were 112.61 and 116.12, and 
mean responses for diastolic were 71.24 and 73.22. Thus, the average re- 
spondent in the current study group fell well within the normotensive range. 

Cortisol was assayed from six saliva samples obtained during work and 
nonwork hours for two days. As with the blood pressure measures, a base- 
line cortisol level was established by the nurses' collecting saliva immedi- 
ately upon awakening on the first day. Two additional samples were col- 
lected that day, and three the next. We averaged the cortisol levels of the 
samples provided at work to obtain a measure of work cortisol (a = .60) and 
averaged the after-work samples for a measure of home cortisol (a = .71). 
Normal cortisol levels under nonstressed conditions are generally between 1 
and 2 nanograms per milliliter. The mean levels in the present sample of 
2.62 (work) and 3.28 (home) thus suggest that this group was experiencing 
greater-than-normal levels of physiological stress. For all analyses using the 
physiological measures, we used deily caffeine consumption, age, and body 
weight as control variables. 

Job performance. Overall job performance was used as a behavioral 
outcome. Data on each nurse's performance as of the most recent review 
were obtained from the hospital's human resources department. The ap- 
praisal rating instrument contained six major responsibility areas, including 

patient assessment, planning, developing patient care plans, and the like, 
` with ratings assigned by an assessor (usually the head nurse). Because a 
behaviorally anchored rating system was used, the content domains for each 
department differed. Thus, maximum point totals also varied across the 
different areas. Therefore, the performance score used here consisted of the 
point total expressed as a percentage of the maximum obtainable points for 
each respondent. 


Procedures 


Initially, we met with the hospital's vice president of inpatient services 
to explain the study and to request participation by all full-time registered 
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TABLE 1 
Physiological Data Collection Schedule 
Arterial Blood Pressure Salivary Cortisol 
Days Home Work Home Work 
1 Baseline reading ist reading taken Baseline sample (5 Sample collected 
taken after working ml) taken upon after working 
immediately on 2—3 hours aw 2-3 hours 
awakening 
2d reading taken 2d reading taken Sample collected 
1-2 hours after 2—3 hours after 2—3 hours after 
return from 1st reading return from 
work work 
3d reading taken 3d reading taken 
prior to retiring just prior to 
ending work day 
2 1st reading taken ist reading taken Sample collected Sample collected 
prior to leaving after working prior to leaving after working 
for work 2—3 hours for work 2-3 hours 
2d reading taken 2d reading taken Sample collected 
2—3 hours after 2—3 hours after 2—3 hours after 
return from 1st reading return from 
work work 
3d reading taken 3d reading taken 
prior to retiring just prior to 
ending 
3 1st reading taken 1st reading taken 
prior to leaving after working 
for work 2—3 hours 
2d reading taken 2d reading taken 
2—3 hours after 2—3 hours after 
return from 1st reading 
work 
3d reading taken 3d reading taken 
prior to retiring just prior to 
ending work day 


nurses. Following her approval, meetings were held with each of the head 
nurses from the 15 areas of the hospital to obtain support for participation. 
We then attended staff meetings in each of the 15 departments to fvrther 
explain the study and its procedures and to request staff participation. We 
spent about one month attending staff meetings and observing nurses at their 
work. This phase of the study provided further insights into the nature of the 
stressors present and led to the selection of the objective stress indicators. It 
also helped establish the nurses’ trust and confidence in us. This last aspect 
was important given the sensitivity of the data collected and the leck of 
anonymity. 

Questionnaires were handed out to the nurses at work, and they com- 
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pleted them and returned them to a collection box in their departments. We 
collected the questionnaires from these boxes, so there was no handling by 
hospital personnel. 

The physiological data collection began after the questionnaires were 
completed. Thus, the 151 respondents were given six vials, a mercury- 
calibrated blood pressure unit, three daily blood pressure logs, and written 
instructions about collection protocols. Table 1 presents the schedule for 
blood pressure and salivary cortisol collection. For the first day, they were 
instructed to place about 5 milliliters of saliva directly into a 50-milliliter 
plastic tube and to take a blood pressure reading immediately after awaken- 
ing. They then collected two more saliva samples, one at work and one 
two-to-three hours after work. Six additional blood pressure readings were 
taken during the first day, with equal numbers at work and off work. Saliva 
collection continued in the same manner on the second day, and blood 
pressure monitoring continued for two more days. We collected the six 
saliva samples and logs of the blood pressure readings each day. The saliva 
samples were delivered immediately to an independent laboratory and fro- 
zen until they could be assayed. The samples were assayed for cortisol by the 
radioimmunoassay procedure using standards and antibody purchased from 
Diagnostic Products Corporation. Respondents were initially screened out of 
the study if they were on hypertensive medication or were pregnant. Data 
collection proceeded over approximately two months. However, random- 
ness in the selection of days was approximated because some respondents 
from each department were completed during each three-day period. Thus, 
any variation in responses caused by different events over this time period, 
although perhaps adding to extraneous error, was not confounded with the 


independent variables. r 
f 


RESULTS : 

Table 2 gives the descriptive statistics and correlations among study 
variables. There is some convergence of subjective and objective assess- 
ments of job demands that seems to reflect a general work overload dimen- 
sion. For example, the quantitative work load scale correlates significantly 
with two of the three independent objective indicators, patient load and 
percent of patient contact, and with the more multifaceted stress events 
scale. Quantitative work load does not correlate with the number of deaths 
witnessed, however, suggesting that this latter stressor probably represents a 
different type of stress than work overload demands. The stress events scale, 
moreover, does not converge with the objective stressors. Interestingly, sub- 
jective work load does not correlate with any of the outcome variables. 
However, the work load-related objective stressors, patient load and the 
percentage of patient contact time, show several significant correlations with 
the physiological outcomes, including blood pressure both at work and after 
work, and, in the case of percentage of patient contact, with after-work 
cortisol levels. These physiological correlations with the objective stressors 
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hold up after the age, body weight, and caffeine consumption variables are 
controlled for. 


Tests of the Demands-Control Hypothesis 


Interactions between each of the measures of stress and control predict- 
ing each of the outcome variables were tested by computing hierarchical 
regressions with product terms carrying the interaction effects. Seven of the 
eight significant interactions found in these equations were consistent with 
the hypothesis. In particular, perceived quantitative work load was one 
stressor that showed a pattern of significant interactions with control. It 
interacted with control to predict job satisfaction, systolic blood pressure at 
work, systolic and diastolic blood pressure at home, and cortisol level at 
work. Table 3 summarizes the equations in which there were significant 
interactions involving control and quantitative work load. Figures 2 through 
6 provide graphic illustrations of these interactions of quantitative work load 
and control. 

Each of these interactions has a pattern that supports the demands- 
control model hypothesis. As Figure 2 illustrates, higher levels of perceived 
work load are associated with lower levels of job satisfaction under low 
control conditions. In contrast, when nurses feel they have high personal 
control, work load demands do not appear to lower job satisfaction; in fact, 
the relationship is slightly positive. Figure 3 shows the interaction between 
work load and control predicting systolic blood pressure at work. Consistent 
with the model's predictions, work load perceptions positively relate to 
blood pressure under conditions of low control but not under high control. 
Figure 4 illustrates the same effect with systolic blood pressure measured at 
home, suggesting that the joint effects of work load and control persist even 
after a nurse leaves work. Figure 5 shows the replication of this interaction 
between work load and control with diastolic blood pressure at home. Fi- 
nally, as Figure 6 shows, the relationship between work load perceptions 
and cortisol levels at work is positive only when employees perceive that 
they have little control. As a set, these interactions provide consistent sup- 
port for the theory and also suggest that perceived work load does not, in 
itself, explain either affective or physiological outcomes. Only when nurses 
feel they have little control do work load demands appear to increase strain. 

In addition to the significant interactions involving work load, control 
also interacted with the number of stress events and number of deaths to 
predict job satisfaction and with the percentage of patient contact to predict 
after-work cortisol levels. Table 4 summarizes these regressions, and Figures 
7 through 9 provide plots. Two of these interactions fit the form hypothe- 
sized from the demands-control theory. As Figure 8 shows, more frequent 
stressful events are negatively associated with job satisfaction when employ- 
ees report low levels of control, but this effect is much less evident when 
they report high levels. Figure 9 illustrates that the percentage of time spent 
in patient contact is positively related to cortisol levels after work when low 
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TABLE 3 
Interactions Between Quantitative Work Load and Perceived Control 
Dependent Variables b* R F df 
Job satisfaction 
Control —1.10 38.04** 1,148 
Quantitative work load —1.50 21 0.10 1,148 
Interaction 0.54 24 5.83* 1,147 
Constant 8.59 
Overall equation 15.47** 3,147 
Work systolic blood pressure f 
Baseline systolic pressure 0.58 118.40** 1,131 
Age —0.11 1.29 1,131 
Weight 0.06 9.21** 1,131 
Caffeine  - 0.14 .51 1.44 1,131 
. Quantitative work load 7.56 2.52 1,129 
Control B.80 .57 0.01 1,128 
- Interaction —0.20 .59 6.29* 1,128 
Constant 59.92 
Overall equation 21.15** 7,128 
Home systolic blood pressure d 
Baseline systolic pressure 0.62 94.74** 1,131 
Age —0.08 '0.52 1,131 
Weight 0.03 3.08 1,131 
Caffeine 0.03 A7 1.44 1,131 
Quantitative work load’ 8.54 2.00 1,129 
Control 13.69 .50 0.01 1,129 
Interaction —3.73 KEN 5.37* 1,128 
Constant 64.54 
Overall equation 19.80** 7,128 
Home diastolic blood pressure 
Baseline diastolic pressure 0.45 105.77** 1,131 
Age — 0.07 1.18 1,131 
Weight 0.05 11,90** 1,131 
Caffeine 0.05 .49 0.98 1,131 
Quantitative work load 5.98 0.85 1,129 
Control 7.09 52 0.20 1,129 
Interaction — 2.80 54 5.67* 1,128 
Constant 44.33 
Overall equation 21.47** 7,128 
Work cortisol level 
Baseline cortisol level ` 0.39 4.29* = 1,131 
Age — 0.04 0.65 1,131 
Weight — 0.01 0.04 1,131 
Caffeine —0.30 .06 0.11 1,131 
Quantitative work load 6.49 3.34 1,129 
Control 5.69 .08 2.22 1,129 
Interaction — 1.69 11 4.43* 1,128 
Constant 0.88 
Overall equation 2.26* 7,128 


* Regression weights shown are unstandardized coefficients obtained at the final step. 
> Individual F-values were computed at the step in which the measured variable was first 
entered. 
*p < .05 
**y< DI 
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FIGURE 2 
Interaction Between Quantitative Work Load and Control in the 
Prediction of Job Satisfaction 


High Control 


Job Satisfaction 4 





Low High 
Quantitative Work Load 


control is reported, but again, not when high control is reported. The inter- 
action between number of deaths and perceived control predicting job sat- 
isfaction, however, does not seem to fit the demands-control model. Figure 
7 plots this interaction. Greater numbers of patient deaths adversely affected 
the job satisfaction of nurses only when they had high levels of perceived 
control. In this instance, beliefs in personal control do not seem to lessen the 
effects of this stressor, but rather seem to exacerbate them. 

Finally, no significant interaction effects emerged for the somatic com- 
plaints outcome. This variable was positively correlated with the frequency 
of stressful events and negatively with beliefs in a high control level (Ta- 
ble 2). 


Job Performance Analyses 


Interactions between job demands and control were also tested for the 
job performance outcome. No significant interactions emerged. Moreover, 
the percentage of time in contact with patients was the only stressor variable 
that significantly correlated with performance, and this relationship was 
negative (r = —.22, p < .05). As Table 2 indicates, however, job performance 


1993 Fox, Dwyer, and Ganster g 305 


FIGURE 3 
Interaction Between Quantitative Work Load and Control in the 
Prediction of Systolic Blood Pressure at Work 
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does correlate significantly with several other strain outcome variables. Spe- 
cifically, job performance is negatively correlated with both systolic and 
diastolic blood pressure at work and with diastolic blood pressure at home. 
In addition, the extent of somatic complaints is also negatively correlated 
with job performance. 


DISCUSSION 


The primary aim of this study was to contribute to research on occupa- 
tional stress by testing the demands-control theory at the individual level of 
analysis with some improvements over prior methodologies. Specifically, 
we borrowed from the epidemiological paradigm by using objective mea- 
sures of exposure to work demands and by measuring physiological out- 
comes. In addition, we drew on the cognitive appraisal perspective Ey as- 
sessing perceptions of work demands as well as affective outcomes. 

With regard to the study's main hypothesis, eight statistically significant 
interactions were detected, and all but one were in the hypothesized direc- 
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FIGURE 4 ; 
Interaction Between Quantitative Work Load and Control in the 
Prediction of Systolic Blood Pressure at Home 
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tion. This pattern provided support for the demands-control model in that 
control interacted with stressors to affect (1) the physiological indexes of 
blood pressure and cortisol and (2) job satisfaction. This effect was evident 
for three measures of demands: the subjective assessment of work load, the 
number of stress events, and the objective index of the percentage of time 
spent in patient contact. Not counting the interactions predicting job per- 
formance, which were exploratory, the eight significant effects represent 20 
percent of the interactions tested. Thus, the demands-control model clearly 
does not receive unambiguous support. The support for the model from this 
study is significant, however, because of several methodological features. 
First, as several reviewers have noted, most of the existing empirical 
support for this theory comes from large occupation-level studies (Ganster & 
Schaubroeck, 1991; Jex & Beehr, 1991). Though these studies have in part 
supported the model's predictions with physiological outcomes, they cannot 
rule out potential confounding effects from occupation-related social class 
differences. In contrast, results from research at the individual level of anal- 
ysis are often limited by potential threats arising from common method 
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FIGURE 5 
Interaction Between Quantitative Work Load and Control in the 
Prediction of Diastolic Blood Pressure at Home 
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variance or response consistency effects. In the present study, the conZound- 
ing effects of social class do not provide alternative explanations for the 
demands-control interactions. Most of the significant interactions involved 
subjective reports of work load, rather than the objective assessments. But 
the majority of outcomes explained by these interactions were physiological 
measurements, and hence, artifacts stemming from single-source deta col- 
lection also fail to provide plausible alternative explanations. Thus, tne cur- 
rent findings, by bridging the epidemiological and cognitive appraisal par- 
adigms, fill a unique niche in research on the demands-control model spe- 
cifically and in work stress research generally. Although the study hes some 
methodological limitations, as is discussed below, it provides perhaps the 
clearest evidence yet that some medically meaningful outcomes are best 
explained by the joint effects of job demands and individual control beliefs. 
The majority of the interactions indicate that (1) perceptions of high work 
load axe not in themselves predictive of health-related outcomes, and (2) a 
high work load might even have a positive effect on well-being wnen ac- 
companied by personal belief in a high level of control. 
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FIGURE 6 
Interaction Between Quantitative Work Load and Control in the 
Prediction of Cortisol Levels at Work 
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* Measurement is in nanograms. 


The one inconsistent interaction concerned the effects of contro! per- 
ceptions and the number of deaths witnessed on job satisfaction and indi- 
cated that deaths were even more dissatisfying with high control than with 
low control. We can only speculate as to the reasons for this effect. One 
explanation, however, might have to do with the ambivalence that many 
health workers feel in unnaturally prolonging the lives of the intensely suf- 
fering. When nurses have some control over preventing death in such cases, 
their actions may not necessarily lead to feelings of greater satisfaction. In 
fact, nurses reporting low control may have felt better knowing that they 
could not prevent nature from taking its course. This result also points to the 
potential negative side of possessing high control. To the extent that nurses 
view patient deaths as emotionally intense and negative events, believing 
that they have little control over the conditions that surround these events 
provides nurses with an opportunity to avoid the internal attributions of 
failure that might be more likely if they believed they had high control. 
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TABLE 4 
Interactions of Perceived Control 
Dependent Variables — — —  b* — —  R' — —  P' —— d 
Job satisfaction 
Control 1.05 40.30** 1,147 
Number of deaths 0.02 .22 0.38 1,147 
Interaction — 0.01 : .24 3.98* 1,146 
Constant 2.61 . 
Overall equation 15.37** 3,146 
Job satisfaction 
Control — 1.89 26.67** 1,148 
Stress events —4.86 , -23 3.61* : 1,148 
Interaction 1.48 Ki 8.05** 1,147 
Constant 12.21 
Overall equation 18.12** 3,147 
Home cortisol level 
Baseline cortisol level 0.39 8.20** 1,131 
Age 0.03 ; 1.69 1,131 
Weight 0.00 0.40 1,131 
Caffeine —0.30 -06 0.11 1,131 
Patient contact time 1.92 6.81** 1,129 
Control 1.61 .10 0.07 1,129 
Interaction — 0.55 13 4.44* 1,128 
Constant 0.88 


Overall equation 2.73* 7,128 


a Regression weights shown are unstandardized coefficients obtained at the final step. 
> Individual F values were computed at the step In which the measured variable was first 
entered. 
Spe .05 
**p«.01 


Further findings of interest involved main effects. With the exception of 
patient contact time and number of deaths, the objective demands mostly 
displayed main effects on the physiological outcomes, and thus perceptions 
of control did not moderate their effects. One possible explanation for the 
relative lack of interactions among objective stressors and control is that 
these stressors themselves might involve individual control. If a nurse has a 
high patient load or spends most of his or her time in direct patient contact, 
constraints might exist as a consequence that limit the nurse's options for 
managing the work. Patient needs might be less predictable and controllable 
than demands arising from administrative chores, for example. The plausi- 
bility of this explanation appears low, however, given that none cf these 
objective stressors correlate with control perceptions. 


Limitations 


Like all research, the present study has several limitations. Despite our 
taking great care in choosing which objective demands to assess and in 
interviewing nurses and administrators to that purpose, there may be other, 
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FIGURE 7 
Interaction Between Number of Deaths Witnessed and Control in the 
Prediction of Job Satisfaction 


High Control 


Job Satisfaction 





Low High 
Number of Deaths Witnessed 


perhaps more salient, demands that many of these nurses had to face. We 
attempted to cover this option by carefully focusing on the demands that the 
nurses repeatedly mentioned as being the most vexing to them and by ad- 
ministering the Motowidlo and colleagues' nurse stress scale, which covers 
8 broad range of stressful events. 

Secondly, studying people in just one occupation has both advantages 
and disadvantages. A frequent criticism of the occupation-level research of 
Karasek and others in the epidemiological tradition is that there are large 
differences in socioeconomic status across occupations that vary signifi- 
cantly in demands and control. Because socioeconomic status factors are 
known to affect health and longevity, this confound poses a serious threat to 
findings in such work. In the present study, we had virtually no variance in 
socioeconomic status factors, and they were not confounded with the inde- 
pendent variables of theoretical interest. The challenge with single- 
occupation sampling, however, is to obtain enough variance on the inde- 
pendent variables to allow meaningful tests of the hypotheses. On this issue 
we cannot argue that we have as much real variance in job demands as exists 
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FIGURE 8 
Interaction Between Number of Stress Events and Control in the 
Prediction of Job Satisfaction 


High Control 


Job Satisfaction 


Low Control 





Low High 
Number of Stress Events 


in large multioccupation studies. Thus, we might have some restriction of 
range in our variables that one would expect to reduce the observed effect 
sizes. But though we sampled from just one occupation, nursing has the 
advantage of providing much natural variance in demands because different 
specialties exist within the same institution. Thus, although our respondents 
were all similar regarding socioeconomic status, pay, and all the effects of 
the management policies of this particular hospital, they faced large dispar- 
ities in the types of demands with which they had to contend. Of course, it 
is possible that other factors across departments, such as supervisory styles, 
varied with the job demands of interest and might explain their effects. This 
possibility always exists in nonexperimental research, however, and is 
much less likely to have posed a problem here than in a multioccupation 
study. Finally, generalization of these findings to other occupations and 
settings (and even to men) awaits further empirical examination. 


Other Methodological Issues 


The present study also makes some methodological contributions to the 
study of occupational stress. Jex and Beehr (1991) noted that many studies 
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FIGURE 9 
Interaction Between Patient Contact Time and Control in the Prediction 
of Cortisol Levels at Home 
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Cortisol Levels at Home High Control 


Low Control 
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Patient Contact Time 


2 Measurement is in nanograms. 


using physiological measures might have failed to find significant relation- 
ships because of the frequently low reliability of such measures. This study 
suggests that physiological measures that have some relevance for subse- 
quent health status can be made reliably with relatively few samples. The 
blood pressure scores, consisting of the averages of about eight readings 
each, were quite reliable despite the well-known intraindividual lability of 
this response. The cortisol scores, however, were each based on only two 
samples and were only marginally reliable. These are very expensive assays, 
but given the correlations between the ones we obtained, only one or two 
other samples should be needed to produce quite reliable assessments. Sec- 
ond, the prediction of after-work diastolic blood pressure and cortisol level 
provides some support for the notion that there are carryover effects from 
work life to home. The presence of such effects suggests that work place 
demands might continue to exert their effects on people even when exposure 
to them has ceased. The carryovers also suggest the possibility that physio- 
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logical responses during the workday do not necessarily end quickly and 
thus might lead to chronic elevations. Chronic states of hyperreactivity have 
more serious health implications than do short-term elevations during the 
workday. 

Because we used both objective assessments of occupational demands 
and self-reports of demands, we had an opportunity to compare the respec- 
tive relationships of objective and subjective measures to strain. In the pres- 
ent study, blood pressure and cortisol correlated significantly with the ob- 
jective indicators of patient load and contact time with patients. But control 
perceptions generally did not moderate the effects of these stressors. Control 
perceptions did, however, generally moderate the effects of self-appraisals of 
high work load. Overall, the self-appraisals of work load, interacting with 
control perceptions, provided more consistent prediction of the physiolog- 
ical outcomes than did the objective indicators. Thus, as cognitive appraisal 
theorists would argue, an individual's perception of work demands perhaps 
carries the most weight. The question arises, then, as to what accounts for 
these appraisals of high work load. In this study, two of the objective stress- 
ors, patient load and the percentage of work time in patient contact, reflect 
work load demands. Together, these two indicators explain about 10 percent 
of the variance in subjective work load. Thus, these perceptions do appear to 
stem in part from the exposure to objectively observable demands. Undoubt- 
ably, there are other such indicators that, if measured, could account for yet 
more of this variance in perceptions. Two individuals facing identical ob- 
jective demands, however, can appraise them differently. Therefore, various 
individual difference variables, such as ability and prior experience with the 
demanding situation, can account for these perceptions. In addition, per- 
sonality factors like negative affectivity (Schaubroeck, Ganster, & Fox, 1992) 
and “type A behavior" (Ganster, 1986) have been shown to affect such cog- 
nitive appraisals, and there are probably others as well. As Jex and Beehr 
(1991) recently argued, the exploration of the process by which individuals 
translate their work environments into cognitive appraisals of demands thus 
remains an important task for researchers in the stress area. 


Implications for Management Practice 


The results of the present study, in conjunction with current trends in 
nursing management, suggest implications for the practice of management. 
With increasing pressures for cost containment in health care, the trend —at 
least in institutional settings —appears to be in the direction of increasing 
work loads rather than decreasing ones. Thus, pressure for greater efficiency 
in health care delivery might exacerbate the very demands that in this study 
were significantly associated with undesirable physiological states. Al- 
though only one of the objective stressors, percentage of patient contact, was 
significantly (and negatively) related to job performance, blood pressure 
responses, both at work and at home, were also negatively related to perfor- 
mance. These results suggest that job demands might have an indirect effect 
on job performance through their impact on physiological responses. Thus, 
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managers might consider the potential longer-term costs of high work load 
demands in terms of both increased health risks for nurses and impaired 
quality of care. 

The current findings also have implications for the implementation of 
shared governance structures in nurse management. The aim of this ap- 
proacb is to redefine the role of nurses so that they have more control over 
the delivery of patient care and other aspects of their work. The demands- 
control theory suggests that this increased control should.reduce the strain 
produced by their other job demands. Our findings with respect to subjective 
appraisals of work load demands support this proposition. The increased 
personal control arising from the implementation of shared governance, 
however, might not counteract the health-related effects of high work loads. 
To the extent that shared governance or other participatory management 
practices add demands to nurses’ roles—such as requiring them to spend 
time on group meetings and planning tasks— without concomitantly reduc- 
ing patient loads, they might exacerbate the stressfulness of their jobs. The 
critical issue might be whether the increased personal control that nurses 
receive makes their patient demands more manageable. This might happen, 
for example, if they have more decision authority in responding to patient 
needs and thus are able to be more efficient because they are not required to 
check all their decisions with doctors or nurse managers. If control helps 
individuals better manage the demands on them, it is likely to reduce stress. 


Directions for Future Research 


The current study's findings suggest that the interaction of control be- 
liefs and self-appraisals of work load can explain meaningful physiological 
outcomes. The experimental research needed to make a convincing causal 
inference for these relationships, however, is nonexistent in the organiza- 
tional literature. Two large questions with both theoretical and practical 
import then remain. First, will the systematic augmentation of worker con- 
trol actually lessen the stressful impact of occupational demands? Second, 
what causes individual control beliefs? Almost no research directly ad- 
dresses this question in the work environment. We would argue that care- 
fully controlled field intervention is the optimal research strategy with 
which to pursue both questions. 

Experimental intervention studies are required to address the causality 
issue. Furthermore, evaluation of an intervention that increases worker con- 
trol would provide direct data about the etiology of control perceptions. A 
perceived control scale like the one used here could provide the needed 
manipulation check. We would not deny the challenges involved in con- 
ducting such research. It requires an extensive qualitative pilot phase in 
which the investigators can come to understand the particular research con- 
text thoroughly. Although this practice is always needed in field research, it 
is particularly important in intervention research on control because the 
specific meaning of control can vary greatly across settings. In one context, 
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participative management or employee empowerment interventions might 
be the most important. In others, changes in work technology that allow 
workers to free themselves from the demands of machine pacing might be 
the most important for determining control. Finding valid and workable 
health-related indicators that don't take years to respond to interventions is 
another challenge facing researchers. The current study's findings with re- 
spect to the measurement of physiological outcomes, moreover, show that 
intermediate-term outcomes of this sort can be obtained reliably with rea- 
sonable effort. But how long it would take real changes in control to have an 
impact on outcomes such as blood pressure is unknown. Thus, the chal- 
lenges for stress researchers are large, but the potential payoffs in terms of 
learning how to make work more healthful, and ultimately, more productive, 
are potentially profound. 
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EAST MEETS WEST MEETS MIDEAST: FURTHER 
EXPLORATIONS OF COLLECTIVISTIC AND 
INDIVIDUALISTIC WORK GROUPS 


P. CHRISTOPHER EARLEY 
University of California, Irvine 


The extent of people's cultural beliefs of individualism or collectivism 
has been used to predict the effectiveness of many management prac- 
tices. A key aspect of those characteristics is the relation of individu- 
alists and collectivists to members of their ingroup and ontgroups. This 
study examined the implications of group membership for individuals' 
performance in a group setting tbrough an experiment using Chinese, 
Israeli, and American subjects. The performance of individualists who 
thought they were working in an ingroup or an outgroup was lower 
than the performance of individualists working alone, whereas collec- 
tivists' performance was lower in an individual or outgroup context 
than in an ingroup context. Perceptions of individual and group effi- 
cacy and anticipated performance outcomes mediated the effects of the 
exogenous variables. A follow-up field survey showed support for a 
conceptual replication of the results. 


Research in management has continued to focus on international issues 
(Adler, 1986; Hofstede, 1980), with researchers’ identifying macro (e.g. Lin- 
coln, Olson, & Hanada, 1978) and micro antecedents (e.g., Leung, Bond, & 
Schwartz, 1990; Ronen & Shenkar, 1985; Triandis, Bontempo, Villareal, 
Asai, & Lucca, 1988) of effective work practices. In particular, a number of 
researchers have used the concept of individualism-collectivism, whick cap- 
tures an aspect of an individual’s relation to his or her social group (Hof- 
stede, 1980; Parsons & Shils, 1951: 248), as a key determinant of how cultural 
influence might affect workplace dynamics. For instance, in previous re- 
search I used. the construct of individualism-collectivism to explore tke im- 
pact of a social context on individual task performance (Earley, 1989). In that 
study, I examined the phenomenon of “social loafing” (Latane, Williams, & 
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Harkins, 1979) and its relation to individualism-collectivism. In the present 
study, I sought to continue and extend that research by testing for a moder- 
ating effect of group membership on the relation of individualism- 
collectivism to an individual's performance. In addition, this study tested a 
process model explaining the interactive effect of group membership and 
cultural values on performance. 

Individuals who think that they are working with others may reduce 
their efforts and hence, their performance, independent of any potential loss 
attributable to distraction or lack of coordination during actual group per- 
formance (Harkins & Petty, 1983). Such lowered performance is referred to 
as social loafing (Harkins & Petty, 1983: 153; Latane et al., 1979). People may 
loaf because they assume that the actions of others will ensure the attain- 
ment of the collective good and thus that they can redirect individual efforts 
toward pursuing additional personal gains, and thereby maximize personal 
outcomes (Olson, 1971: 14—15). Likewise, McKie (1974) and Stroebe and 
Frey (1982) discussed the free-rider problem of public goods, in which an 
individual enjoys a collective good, such as national defense, while forgoing 
a personal contribution. A related perspective comes from the economic 
paradigm of agency theory (Fama & Jensen, 1983; Jensen & Meckling, 1976). 
Proponents of this economic perspective argue that self-interest may create 
a dilemma for an organization's owner, or principal, when an individual (an 
agent) acts on its behalf. Although the agent may have a responsibility to a 
given principal, the agent's self-interest may interfere with his or her pursuit 
of the principal's best interests. For example, a realtor acting as a buyer's 
agent in the purchase of a house should try to secure the lowest price for the 
buyer; however, the realtor's self-interest is to maximize the commission on 
the sale, which is often a fixed percentage of the price. Thus, agents may act 
according to their self-interest in order to maximize personal gain even if the 
long-term implications of such personal gain may be detrimental to the 
principal. 

Several international and intercultural studies of social loafing have 
been conducted. Gabrenya, Latane, and Wang (1983) reported loafing in a 
replication with Taiwanese school children of Latane and colleagues' 1979 
experiment, which involved a clapping and shouting task. This result was in 
contrast to those of other studies by the same authors (1981, 1985), in which 
performance in a group was better than individual performance. Matsui, 
Kakuyama, and Onglatco (1987), who also found that individuals' perfor- 
mance in groups was superior to their performance alone, argued that their 
finding may have been related to the collectivistic background of their sub- 
jects, who were Japanese students. I directly tested the hypothesis that in- 
dividualistic-collectivistic beliefs would moderate social loafing using a 
sample of Chinese and American managerial trainees (Earley, 1989); results 
demonstrated that loafing occurred in the individualistic, primarily Ameri- 
can group, but not in the collectivistic, primarily Chinese group. Examina- 
tion of the construct of individualism-collectivism promises some under- 
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standing of the results described in Earley (1989) and Gabrenya and col- 
leagues (1981, 1985). 


GROUP MEMBERSHIP AND SOCIAL LOAFING 


Although individualism-collectivism is a multifaceted construct (Tr-an- 
dis, 1990; Triandis et al., 1988; Wagner & Moch, 1986), an important attrib- 
ute of a collectivistic society is that individuals view and identify them- 
selves through a small number of memberships in ingroups. Triandis (1988) 
defined an ingroup as a group whose members share many common interests 
and traits and are concerned about one anothers' welfare. He argued that 
ingroup membership is culturally variable but that an individual's ingrcups 
often include family members, distant relatives, co-workers, and members of 
political and religious groups to which the individual belongs. Graen and his 
colleagues (e.g., Dansereau, Graen, & Haga, 1975; Graen, Dansereau, & Mi- 
nami, 1972; Graen, Novak, & Sommerkamp, 1982) defined the concept of 
ingroup and outgroup in the vertical dyad linkage model of leadership, in 
which an individual's relationship to a work group is largely a functicn of 
each member's association with an ingroup or outgroup. An individual’s 
group membership status depends on his or her relationship with the 
group's leader, and ingroup members typically share interests and charac- 
teristics with the leader and are part of the leader's communication. and 
support network. Tajfel's (1982) social identity theory also addressed the 
nature of group membership. According to Tajfel's theory, individuals form 
ingroups based on mutual interests and common traits since they are most 
likely to receive reinforcement for such traits from similar others. In other 
words, people are attracted to similar others for their ingroups because such 
individuals will most likely reinforce their self-images, and such an expe- 
rience is rewarding. Over time, a mutual attraction, or group cohesiveness, 
develops between people whose association mediates the mutual satisfac- 
tion of reassuring self-image. Similar findings are derived from recent work 
in organizational demography (e.g., McCain, O'Reilly, & Pfeffer, 1983; 
O'Reilly, Caldwell, & Barnett, 1989; Pfeffer, 1983; Tsui & O'Reilly, 1989; 
Zenger & Lawrence, 1989) concerning similarity and group functioning. 

In the present study, I defined an ingroup as an aggregate of people 
sharing similar trait and background characteristics. Ingroup members may 
identify one another via common interests, values and beliefs, or heritage 
(Hackman, 1976; Pfeffer, 1983; Triandis, 1988; Turner & Oakes, 1989). This 
definition does not require that ingroup members have direct contact with 
one another while working or that they work interdependently. 

It seems reasonable to expect that the members of an ingroup will ulti- 
mately view their long-term welfare in terms of the successes of the group 
(Etzioni, 1968; Hofstede, 1980; Kanter, 1972: 41—43; Triandis et al., 1988). In 
Support of this proposition, Tajfel and his colleagues (e.g., Tajfel, 1978, 1982; 
Tajfel, Flament, Billig, & Bundy, 1971; Turner, Sachdev, & Hogg, 1983) 
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found that individuals divided into groups on even a random or trivial 
basis—assigned to clubs or diamonds groups using a deck of cards, for 
instance—treated ingroup and outgroup members somewhat differently, 
even though individual and group links such as goals and outcomes were 
separated. Their results demonstrated that subjects tend to discriminate in 
favor of ingroup and against outgroup members (Tajfel et al., 1971; Turner et 
al., 1983). For example, Turner (1978) found altruistic behavior to be posi- 
tively related to ingroup membership. Two complementary explanations 
have been proposed for these findings. The first is a cognitive categorization 
process, in which some classifying stimulus, such as trait similarity, leads to 
an accentuation of intraclass similarities and intergroup differences. The 
second is a social identity process, in which ingroup members derive a 
positive self-identity from their group membership. The need to achieve 
positive group distinctiveness causes people to compare their ingroup with 
an outgroup and to perceive the ingroup as preferable, even if the ingroup 
and the outgroup are not in direct conflict. The result of this comparison 
process is a general denigration of outgroups to enhance self-identity and 
ingroup status (see Brewer [1979] and Brewer and Kramer [1985] for com- 
prehensive reviews). The motive driving those comparisons is an individu- 
al's desire to maintain and enhance a positive self-image that he or she finds 
personally rewarding. i 

Although the cited studies suggest that people typically discriminate in 
favor of their ingroup, it remains unclear whether or not type of group will 
influence behavior in a social context. Bontempo, Lobel, and Triandis (1989). 
looked at the relation of ingroup identification to the internalization of goals 
among Brazilians and Americans. In two settings, one public and one con- 
fidential, they asked individuals how likely, and how desirable, it would be 
for them to visit a sick friend in the hospital. They found that the Americans 
(individualists) publicly said that they would visit the friend but confiden- 
tially stated that they would be unlikely to do so and that, even if they did 
perform the act, they would not enjoy doing so. The Brazilians (collectivists) 
were consistent in their public and confidential statements; they reported 
that they would undertake the action and that they would likely enjoy doing 
so. Espinoza and Garza (1985) found that when competing with members of 
outgroups, collectivists were more competitive than individualists, even if 
being so hurt their ingroup. Likewise, Triandis (1967) found unusually poor 
communication among employees from different ingroups within the same 
organization in a collectivist culture. 

My contention is that the amelioration of social loafing Gabreyna and 
colleagues (1981, 1985) and I (Earley, 1989) observed occurred because the 
collectivists were interacting with ingroup rather than outgroup members. If, 
however, collectivists work within the context of an outgroup, their reaction 
to outgroup members should result in social loafing since individuals will 
not feel compelled to attain outgroup goals. Instead of subjugating their 
personal goals, collectivists working with an outgroup will feel free to pur- 
sue their own interests. 
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Hypothesis 1: The extent of individuals' individualism or 
collectivism will moderate the effect on performance of 
the type of group within which they are working. Collec- 
tivists will perform more poorly alone or in an outgroup 
than in an ingroup. Individualists will perform more 
poorly working in an ingroup or an outgroup than alone. 


PROCESS MODEL OF SOCIAL LOAFING 


The dominant explanation for social loafing and related collective di- 
lemmas in previous research hinges on the opposition between individuals' 
self-interest and group interests (Earley, 1989; Etzioni, 1968; Gabrenya e: al., 
1985; Hofstede, 1980; Latane et al., 1979; Ouchi, 1980; Triandis et al., 1688). 
Underlying that explanation is the assumption that a primarily motivational 
effect, maximizing individual gain, explains differences in performance in a 
group context as a function of an individual's individualism or collectivism. 
For an individualist, personal gains can be increased by social loafing. For a 
collectivist, personal gains can be increased through the successes cf an 
ingroup. However, an additional component of motivation, self-efficacy ex- 
pectations arising from a performance context, may also predict social loaf- 
ing. 

According to a dominant paradigm in research on motivation, effor: and 
performance are a function of both the outcomes individuals anticipate will 
result from their performing an act and their efficacy expectations (Bandura, 
1982, 1986; Mitchell, 1974; Naylor, Pritchard, & Igen, 1980; Vroom, 1367). 
Efficacy refers to an individual’s perception that he or she can perform a 
given action. The idea of anticipated outcomes captures the net benefits an 
individual expects to receive from performance, whereas efficacy captures 
perceptions of the likelihood of performance. From this distinction, it is 
apparent that predictions of reduced effort and performance resulting from 
social loafing have relied solely on the first aspect of a general motivation 
model, anticipated rewards, and neglected the second aspect—efficacy. 
What remains uninvestigated is the joint contribution of an individual’s 
efficacy expectations and anticipated rewards to predicting social loazing. 

Bandura (1986) posited that individuals’ self-efficacy expectations will 
guide their choice of activities, preferences for tasks, and persistence in 
working on a task. Numerous studies have demonstrated that an individual’s 
self-efficacy expectations are positively correlated with effort and perfor- 
mance (e.g., Bandura, 1986; Earley & Lituchy, 1991; Locke, Frederick, Lee, & 
Bobko, 1984; Wood & Bandura, 1989}. The concept of efficacy can be applied 
to groups and to organizational associations (Gist, 1987). Perceived group 
efficacy can be defined as an individual’s estimate concerning a group’s 
capability. The concept of group efficacy is relevant to the current context 
since I examined individuals’ performance alone and in groups. 

Just how cultural beliefs influence an individual’s sense of efficacy is 
not clear. They may operate through a number of means, baginning with 
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parental and social training during childhood (Bandura, 1986). People in 
collectivistic cultures spend a great deal of time encouraging children to 
engage in cooperative activities that will provide them with their earliest 
successes. Their general sense of efficacy is shaped from these childhood 
successes in ingroup settings. Since highly efficacious individuals will pro- 
actively engage their task environments by taking on increasing challenges, 
the early successes provided by childhood ingroup activities reinforce their 
sense of efficacy within an ingroup context. The consistent emphasis on 
collective activities continues to foster individuals' efficacy in an ingroup 
context throughout their lives. During adulthood, such experiences as work 
performance attainments in ingroup settings and attitude formation result- 
ing from ideological indoctrination will have a direct impact on a person's 
efficacy expectations in those settings. For instance, many Chinese workers 
attend Communist party lectures as a normal part of their work activities. 
Such meetings often proclaim the positive attributes of communism and the 
virtues of work groups or collectives. Workers are told that their best work 
will occur if they work together for the general good of the party. This type 
of persuasive argumentation can influence an individual's sense of efficacy : 
(Bandura, 1986: 394). 

The impact of group context on the efficacy of individualists and col- 
lectivists is not simply that individualists feel most efficacious while work- 
ing alone and collectivists feel most efficacious while working in a group. 
Although this relation may hold for individualists, the relation for collec- 
tivists depends on the type of group, whether ingroup or outgroup, in which 
they are working. I would argue that collectivists feel efficacious when work- 
ing with an ingroup but not when working with a group per se since their 
childhood and adult successes, and general sense of efficacy, are built on 
ingroup experiences. Additionally, these individual efficacy beliefs will be 
projected onto an individual's estimate of group efficacy because the indi- 
viduals will assume they are similar to the group (Bandura, 1986; Tajfel, 
1982; Wilder, 1981). Wilder (1981, 1986) described a cognitive bias that 
individuals are subject to in a group context, namely, an assumed similarity 
among group members. Thus, ingroup efficacy is likely to reflect an indi- 
vidual's self-efficacy projected onto a group, whereas efficacy judgments of 
an outgroup will reflect an assumed dissimilarity and a derogation of the 

: outgroup (Tajfel, 1982). Collectivists will expect themselves and others to 
work best while working in an ingroup context. Individualists will expect 
others to perform best when they work alone, just as they expect themselves 
to work best when alone. 

Using this reasoning, I developed and tested a process model intended 
to explain the mechanisms through which individualism-collectivism and 
group membership interact to influence individual performance. My expec- 
tation was that collectivists will anticipate receiving more rewards and feel 
more efficacious, both alone and as group members, and thus will perform 
better, while working in an ingroup context than while working in an out- 
group context or working alone. Individualists will anticipate receiving 


1993 Earley 325 


more rewards and feel more efficacious, and thus perform better, while 
working alone than while working in an ingroup or an outgroup context. 
Figure 1 illustrates the process model of social loafing underlying this re- 
search. ` 


Hypothesis 2: The anticipated rewards for performance 
and self- and group-based efficacy expectations will me- 
diate the effects on performance of the interaction of 
group context and individualism-collectivism. 


To test the hypotheses, I conducted research in the United States, Is-ael, 
and the People's Republic of China. The United States is a highly individ- 
ualistic culture in which the focus is on individual accomplishment and 
self-interest, whereas the People's Republic of China emphasizes a collective 
orientation and encourages shared responsibility (Hofstede, 1980). Aneri- 
can culture consists of many intracultural variations, but differences rom 
other cultures are readily apparent (Hofstede, 1980). For instance, Araeri- 
cans are guided by a strong work ethic emphasizing individual achievement 
and reward as well as a strong individual goal orientation (Harris & Moran, 
1987; Triandis et al., 1988). Chinese society has been historically focused on 
social interests, collective action, and shared responsibility (Earley, 1989; 
Hofstede, 1980; Leung et al., 1990; Li, 1978). The “cultural revolution" cf the 
mid-1970s placed additional emphasis on equality, contribution to society 
and group welfare, and concern for interpersonal relationships (Lindsay, 
1983). Chinese workers' collective orientation and high level of social inter- 
ests, such as social integration and interpersonal responsiveness, suggest 
that they will be more responsive to group goals and group-based perfor- 
mance incentives than Americans. 


FIGURE 1 
Process Model of Social Loafing 


Anticipated Outcomes 





H 


Performance Effects 


A 


Group Membership 


by 
Individualism-Collectivism 


Self- and Group Efficacy 





326 Academy of Management Journal April 


Israeli society has also focused on social interests, collective action, and 
shared responsibility (Erez, 1987; Erez & Earley, 1987). The kibbutz move- 
ment has emphasized equality, contribution to society and group welfare, 
and concern for interpersonal relationships (Erez, 1987). The widespread 
Israeli labor movement, Histadrut, has institutionalized collectivistic values 
and emphasized social relationships. Their collective orientation and high 
level of social interests suggests that Israeli workers will also be more re- 
sponsive to group goals and group-based performance incentives than Amer- 
icans. 

The study was an experiment in which I systematically varied the group 
context in which subjects worked and observed the effects of its interactions 
with individualism-collectivism on individual task performance, group and 
individual efficacy expectations, and anticipated outcomes for performance. 
This study provided rigorous control over the experimental setting. A fol- 
low-up field study in which I asked the participants in the first study about 
various aspects of their own organizations' work group conditions was con- 
ducted as well. The purpose of the follow-up study was to provide a con- 
ceptual replication of the findings from the experiment. 


METHODS 
Subjects 


One hundred and sixty-five managers, 45 Israeli, 60 Chinese, and 60 
American, voluntarily participated in the study. The Chinese subjects were 
recruited from a management training course hosted by a university in 
southern China, and the Israelis and Americans were recruited from gradu- 
ate management programs. The Israelis and Americans were concurrently 
employed full-time in management positions. I gave the head of each coun- 
try's program a general list of characteristics and asked if their participants 
fit them. The characteristics listed were men and women, 25—40 years of 
age, entry- or middle-level managers, and holders of bachelor's or higher : 
degrees. Each program head identified a group whose members fit the de- 
scription. The groups from each country were compared on a number of 
variables, including age, education level, gender, job category where appli- 
cable, and company size where applicable (see Table 1). An examination of 
age, education, and company size with a one-way analysis of variance 
(ANOVA) using country as a grouping variable demonstrated no significant 
differences for age and education level. Company size differed significantly 
across the three groups IR. on = 2.71, p < .05), with the Israeli companies 
being smaller than the American and Chinese companies. A chi-square anal- 
ysis of the gender and job category characteristics demonstrated no signifi- 
cant differences among the three national groups. In as much as my purpose 
in using the three countries was to obtain a wide and diverse range of indi- 
vidualists and collectivists, I was relatively unconcerned about using con- 
venience samples. Also, convenience samples are often necessary in inter- 
cultural research because of the many obstacles in collecting such data. 
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TABLE 1 
Descriptive Statistics Used for Matching National Groups 
People's Republic 
of China United States . Israel 
Characteristics Mean s.d. Mean s.d. Mean s.d. 
Age 32.92 2.58 26.16 2.06 28.83 2.94 
Gender* 
Men 52 47 40 
Women 8 13 5 
Education level” 4.90 1.22 5.31 1.08 5.22 1.91 
Job category* 
Production management 33 32 27 
Administrative management 15 20 18 
Other 11 8 2 
Company size* 22.77 10.83 17.91 9.26 8.76 4.55 


* Statistics shown are the number of employees within each grouping. 

> Education was coded, 1, high school or less; 2, some vocational-business-secrstarial 
school; 3, degree from vocational-business-secretarial school; 4, some college; 5, bacaelor's 
degree; 6, graduate training; 7, graduate school degree; 8, professional degree. 

* Company size was in units of 100 employees. 


Design and Task 


The study consisted of an experiment in which subjects performed sim- 
ulated managerial activities under conditions of varying group membe:ship. 
The design focused on the cultural variable individualism-collectivism and 
on three types of group membership: each subject performed the task alone, 
as à member of a ten-person ingroup, or as a member of a ten-person out- 
group. In keeping with many social loafing studies, the subjects in the in- 
group and outgroup conditions did not perform in the physical preseace of 
others but were led to believe that they were part of a particular group. 
Finally, I measured individualism-collectivism using a continuous variable. 

The experimental task, which was used in my earlier research (Earley, 
1989), consisted of dealing with a simulated ''in-basket" of 40 separate 
items. Required activities included writing memos, prioritizing client inter- 
views, filling out requisition forms, rating job applicants' application iorms, 
and developing brief evaluations of product plans. The task was chosen 
because it consisted of activities familiar to all the subjects in their rormal 
work. Earlier research (Earley, 1989) demonstrated that the task activities 
were familiar to American and Chinese managers. I pilot-tested the task in 
this study for Israelis, asking five Israeli managers to work on the various 
activities for 30 minutes and then asking if any of the tasks were not normal 
activities that a manager might perform and if any were unfamiliar, odd, or 
confusing. The managers indicated that they were not. In addition, an Israeli 
personnel manager indicated that the tasks were typical of the in-basket 
tasks used in this company's inhouse training. Thus, the task appeared ap- 
propriate for the Israeli subjects. 


328 Academy of Management Journal April 


The items were rated using the judgments of employee relations experts 
from all three countries for subjective aspects, although most of the items 
had a demonstrably correct solution (for instance, filling out a product plan 
by providing all of the requested information). Each item took approximately 
the same amount of time to complete, two to five minutes. All subjects 
performed the task independently. 

The materials given to the Israeli subjects were in English since all of 
them were fully bilingual in English and Hebrew. Sets of materials in Chi- 
nese were obtained from my earlier research. The procedure for developing 
and translating the materials for the Chinese subjects used back-translation 
(Brislin, 1980) by several bilingual Chinese natives, and texts were simpli- 
fied through the use of short sentences and a focus on specific rather than 
general concepts. 


Dependent Measures 


Performance was measured as the number of correctly completed in- 
basket tasks a subject completed in one hour. 

Individualism-collectivism was assessed using the scale developed by 
Erez and Earley (1987) and the subscale measuring subordination of goals 
and self-reliance with hedonism developed by Triandis and colleagues 
(1986, 1988). Examples of items include: “If the group is slowing me down, 
it is better to leave it and work alone,” “To be superior a man must stand 
alone," “One does better work working alone than in a group,” and “I would 
rather struggle through a personal problem by myself than discuss it with my 
friends." These scales have been used in cross-cultural research and shown 
to be psychometrically valid (cf. Earley, 1989; Erez & Earley, 1987; Triandis 
et al., 1986, 1988). Responses to the scales were coded so that a high score 
indicated collectivistic beliefs and a low score, individualistic beliefs, and 
the scales were analyzed using a principal components analysis with an 
oblique rotation. The results of the analysis, presented in Table 2, demon- 
strated a two-factor solution accounting for 77 percent of the variance; eigen- 
values were 6.73 and 1.08 and item loadings ranged from .53 to .89 on the 
first factor. The first factor can be interpreted as a statement that group-based 
actions are more desirable and effective than individual ones, whereas the 
second factor appears to capture the competitive aspects of group-based 
activities. Because two items from the Erez and Earley scale loaded on a 
second factor ("In society, people are born into extended families or clans 
who protect them in shared necessity for loyalty" and "Only those who 
depend on themselves get ahead in life"), I dropped those items and formed 
a single composite using the other items. The reliability (Cronbach's alpha) 
of the resulting scale was .91. 

Self-efficacy was measured using the procedure described in Earley and 
Lituchy (1991) and Locke and colleagues (1984). Subjects were asked to rate 
their self-efficacy expectations for five levels of individual performance, 
handling 12, 16, 20, 24, and 28 in-basket items, using a 100-point scale (0 — 
certain the performance level cannot be achieved; 100 — certain the perfor- 
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TABLE 2 
Results of Factor Analysis of Individualism-Collectivism 

Items ` Factor 1 Facor 2 
Employees like to work in a group rather than by themselves .83 13 
If a group is slowing me down, it is better to leave it and work 
` alone .86 .01 
To be superior, a man must stand alone EN .35 
One does better work working alone than in a group .89 —.04 
I would rather struggle through a personal problem by myself 

than discuss it with my friends .83 —.33 
An employee should accept the group's decision even when 

personally he or she has a different opinion 73 —.30 
Problem solving by groups gives better results than problem 

solving by individuals .87 -.32 
The needs of people close to me should take priority over my 

personal needs .53 —.19 
In society, people are born into extended families or clans who 

protect them in shared necessity for loyalty .70 53 
Only those who depend upon themselves get ahead in life .72 50 
Eigenvalues 6.73 1.08 
Percentage of variance explained 67 10 


mance level can be achieved). For subsequent analyses, I averaged responses 
to the certainty judgments of the scale to obtain a composite self-eff:cacy 
score (a = .65). 

Group efficacy was measured in a parallel fashion, with subjects rating 
their expectations for five levels of group performance (120, 160, 200, 240, 
and 280 items). This procedure reflects individuals' perceptions of their 
group's capability rather than a group's efficacy per se and also reflects the 
similarity bias described by Wilder (1981). I wanted to keep the subjects in 
the individual condition from becoming suspicious concerning the assess- 
ment of group efficacy, so the group efficacy section was prefaced with the 
instructions: “In the next section you will respond to questions concerning 
your opinions about working with other managers on this task under the 
same conditions you will be working under. For the purpose of standardiz- 
ing your responses, we would like for you to imagine that you are one bf ten 
people working on this task using the same instructions. Even thouga you 
may or may not be working directly with others as you perform your work, 
please give us your opinions as you answer these questions." For subjects in 
the outgroup and ingroup conditions, an additional instruction was added: 
“As you think about the questions, please refer to the other people in your 
group for this experiment." In the individual condition, subjects were re- 
minded that everyone would work alone and that each person's accomplish- 
ments and failures would be theirs alone. To further assure that the essess- 
ment procedure would not contaminate reactions, I gave half the subjects in 
the individual condition these items after they had performed the task but 
before they had received performance feedback. A comparison of those re- 
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sponses with those provided prior to performance demonstrated no signifi- 
cant differences across the two assessment procedures. Additionally, the 
manipulation checks, which are discussed in the Procedures and Results 
sections, demonstrated that subjects in the individual condition perceived 
that they performed their work alone. Thus, the assessment of group efficacy 
did not contaminate the individual condition intervention. For subsequent 
analyses, I averaged responses to the certainty judgments of the scale to 
obtain a composite group efficacy score (a = .75). 

The anticipated outcomes of performance were assessed using the av- 
eraged responses to three items: (1) “To what extent will you be satisfied 
directly or indirectly with your performance on this task?", (2) “To what 
extent will you benefit directly or indirectly if you work hard on this task?”, 
and (3) "How much will you gain directly or indirectly if you work hard and 
perform well on this task?" (1 — not at all, 5 — a great deal). These items 
were prefaced with the statement, “As people work on tasks they often gain 
a number of rewards or benefits such as feelings of accomplishment for 
themselves and others around them. As you answer the following questions, 
think about the direct and indirect outcomes that you and others may receive 
as you work on the task." The subjects were provided with a few examples 
of potential outcomes, including feelings of accomplishment, recognition 
from others, challenge, goal attainment, and satisfaction with performance. 
These instructions were provided to ensure understanding that the out- 
comes of task performance might occur at a group as well as an individual 
level.. The reliability of the anticipated outcomes composite was .79. 


Procedures : 


The procedures used for each national group were comparable although 
different language versions of the experimental materials were employed. 
One week prior to the beginning of the experiment, biographical information 
was obtained from the subjects during their normal classroom activities. On 
the day of the éxperiment, a research assistant (one per each country) was 
introduced to the subjects as a researcher interested in methods of training 
managers. The subjects were randomly assigned to one of three session 
times, each scheduled between 9 and 1 P.M. on successive days of the week, 
corresponding to the three group conditions. Subjects in the three conditions 
were studied separately to avoid cross-condition contamination, since some 
of the manipulations involved verbal instructions. Upon reporting to the 
experimental setting, each subject was seated individually at a table and was 
read a set of instructions. The instructions described the in-basket task as a 
simulation of normal work activities and explained that subjects should 
work earnestly during the experimental session. They were asked to work 
down the stack of. items without skipping any of them, to continue working 
until the end of the performance period, and to place completed items in a 
box sitting beside their tables. Finally, the assistant gave the subjects five 
sample items and asked them to work on the items for five minutes. The 
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mean number of items completed across the experimental conditions during 
this period was 1.8. 

In most social loafing studies, subjects are instructed to "work their 
hardest" or to “do their best" as they perform a task. In this study, sub/ects 
were told to try their hardest, but it was necessary to provide them some 
basis for making their subsequent efficacy judgments. Thus, the assistant 
reminded them about their practice trial output for the five-minute period 
and suggested that it would provide them with an estimate of how well they 
would perform during the 60-minute performance period. In as much as 
most of the subjects completed one or two practice items, most of them 
would have expected to complete between 12 and 24 items during the 60 
minutes, and the projection for a group of ten would be between 120 anc 240 
items. After the subjects completed the practice period and received Iheir 
performance feedback, any questions they raised were answered. 

Next, the experimental manipulation of group condition was enarted. 
For the individual condition, subjects were asked to place their names et the 
top of each item as they completed it and place it in the box circulated by the 
assistant. They were told that they would be working alone on the task and 
that they should work as hard as they could during ue 60-minute perfor- 
mance period. 

Subjects in outgroup condition were told that hay: were members of a 
group of ten who would be working on the in-basket task and that only their 
group performance would be assessed at the end of the 60-minute parfor- 
mance period. They were told that their group consisted of other pertici- 
pants in their program who had already been through the experiment or who 
might go through it later, not the people who had reported for that day's 
session. Also, they were told that their group primarily consisted of indi- 
viduals from a different region of their country and that the experimenter 
had purposefully put the groups together to ensure that each would consist 
of complete strangers who had little, if anything, in common. In as much as 
the members of each national group were from various regions of their re- 
spective countries and had had little time to interact with one another, these 
comments were reasonable. It was stressed that all the group members were 
comparably capable but that they had nothing in common in terms of ganeral 
interests, family and religious background, or lifestyle. The assistant tcld the 
subjects that the biographical information sheets they had completed prior 
to the experiment had been used to place people in groups and again stressed 
that the people in the room with them were not their group for the experi- 
ment. 

Subjects in the ingroup condition were also told that they were members 
of a group of ten who would be working on the in-basket task and thet only 
their group performance would be assessed at the end of the 60-minute 
performance period.’ They were told that their group consisted of other 


1 This manipulation constitutes a conservative test of the hypotheses since group nember- 
(continued) 
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participants in their program who had already been through the experiment 
or who might go through it later, not the people who had reported for that 
day's session. Then they were told that their group primarily consisted of 
individuals who came from the same region of the country as themselves and 
that the experimenter had very carefully constructed the groups to ensure 
that each would consist of strangers who were very similar and who had 
many common interests. Further, the assistant told the ingroup subjects that 
although they did not actually know the other group members, they would 
be likely to be close friends if they actually met one another and that it was 
likely that several of the group members were distantly related to one an- 
other, given the careful selection procedure. It was stressed that all the group 
members were comparably capable and that they shared many characteris- 
tics, including general interests, family and religious background, and life- 
style. Finally, the assistant told them the biographical information sheets 
they had completed prior to the experiment had been used to place people 
in groups and again stressed that the people in the room with them were not 
their group for the experiment. 

After the instructions were provided and explained to the subjects, they 
responded to a short questionnaire assessing their self- and group efficacy 
levels and the outcomes they anticipated. (As stated earlier, half the subjects 
in the individual condition received the group efficacy items after they per- 
formed the task so that I could identify potential confounds.) Next, they 
worked on the task for 60 minutes, divided into 15-minute blocks, with a 
5-minute break after each block. They were asked not to talk with one an- 
other about the experiment during the breaks. At the end of the performance 
period, the subjects completed a brief questionnaire checking the manipu- 
lations and assessing collectivistic beliefs. All answered two items assessing 
the group condition manipulation: (1) "To what extent did your perfor- 
mance on this task involve others?” and (2) “To what extent did your work 
involve the efforts of other people?" (1 — not at all, 5 — to a great extent). 
Individuals in the outgroup and ingroup conditions also answered these 
items: (1) “To what extent were the people in your group similar to you?” 
and (2) “To what extent would you say the people who worked with you on 


ship was activated solely by subjects’ trait similarity to some group. This manipulation is 
stronger than the manipulations often used in social psychological research (e.g., Tajfel, 1982; 
Turner, 1983) in which groups are concocted using irrelevant classifying stimuli, but It does not 
represent the full functioning of a mature, well-established ingroup. I sought to capture some of 
the dynamics of mature ingroups by giving subjects trait and characteristic information so that 
they would identify with their ingroup. As I discussed in the introduction, individuals form 
ingroups based on similarity of traits and backgrounds because they see ingroups as reinforcing 
(Tajfel, 1982). I avoided using existing ingroups because it was not feasible to do so within the 
cross-cultural context of this study; differences across cultures among existing ingroups on such 
dimensions as group age and type might have confounded the manipulations. Thus, the ma- 
nipulation represents ingroups at their formation stage rather than at a more mature stage 
(Turner & Oakes, 1989). 
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this task were like the people with whom you typically work and live near?" 
(1 = not at all, 5 = to a great extent). 


RESULTS 
Manipulation Checks 


I averaged the responses to the group manipulation check items and 
analyzed them to test for differential effects of the group membership ma- 
nipulation across the national groups and to test for the effectiveness o? the 
group manipulation. The results of a two-way ANOVA using country and 
group condition demonstrated a significant effect for group (F215, = 52.68, 
p < .01; X = 2.04, 3.73, and 3.67, for the individual, outgroup, ingroup 
conditions, respectively). No other significant effects emerged. These results 
demonstrate that the group manipulation appeared to have a comparable 
effect and the desired effect across the three national groups. 

The responses to the two additional group condition items, which were 
given only to the outgroup and ingroup participants, were also averaged; the 
results of a two-way ANOVA using country and group condition demon- 
strated a significant effect for group UR, og = 32.19, p < .01; X = 2.79 and 
3.69 for the outgroup and ingroup conditions). No other significant effects 
emerged. Again, results demonstrate that the group manipulation appeared 
to have a comparable, desired effect across the three groups. 

Given the importance of the group membership variable to the study, I 
conducted a follow-up assessment of the experimental manipulation within 
the United States to assess the internal validity of the manipulation. The 
approach to assessing this manipulation was twofold: first, a new group of 44 
middle-level managers was exposed to the same group manipulations used 
in the experiment and then to an assessment of the manipulation using a 
multiple-item measure. However, these subjects did not actually perform the 
task. The two manipulation checks from the experiment were supplemented 
with two additional items: (1) “How much will you depend on other p»ople 
as you work on this task?" (1 = not at all, 5 = a great deal) and (2) “A3 you 
work on this task, would you expect your total performance output to be . . ."' 
(1 = based completely on my own performance and no one else, 5 = based 
completely on the joint performances of myself and others). These four items 
were reliable (o = .78), and an examination of the mean differences among 
the three treatment conditions demonstrated a significant effect for group 
(F243 = 31.87, p < .01; x = 2.02, 3.58, and 3.62 for the alone, outgroup, and 
ingroup conditions, respectively). 

A second set of items was administered to demonstrate the relative 
impacts of the ingroup and outgroup manipulations. The items, which re- 
flect perceived commitment and attachment to the group, are based cn the 
Organizational Commitment Questionnaire (Mowday, Porter, & Steers, 
1982), with “group” substituted for "organization." Given the context of the 
present experiment, I deleted several items because they did not make sense 
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or were confounded with the performance measure. The final subset of items 
used consisted of the following: (1) “I feel very little loyalty to this group" 
(reverse-scored), (2) “I would accept almost any type of job assignment in 
order to keep working with this group," (3) “I find that my values and the 
group's values are very similar," (4) “I am proud to tell others that I am part 
of this group," (5) “I could just as well be working for a different group as 
long as the type of work was similar” (reverse-scored), (6) “This group really 
inspires the very best in me in the way of task performance,” (7) “It would 
take very little change in my present circumstances to cause me to leave this 
group" (reverse-scored), (8) "There's not too much to be gained by sticking 
with this group over time" (reverse-scored), and (9) “I really care about the 
fate of this group" (1 — strongly disagree, 5 — strongly agree). The items 
were prefaced with the statement, “Listed below are a series of statements 
that represent possible feelings that individuals might have about the group 
in which they work. With respect to your own feelings about the particular 
group with which you will work in this experiment please indicate the 
degree of agreement or disagreement with each statement by checking one of 
the five alternatives below each statement." The reliability of these items 
was .87, and the results of a t-test between the means of a summated scale 
demonstrated a significant difference in commitment to the group based on 
the treatment manipulation (t;4 = 6.85, p < .01; x = 2.76 and 3.85 for the 
outgroup and ingroup conditions). 

The subjects in the follow-up study also answered these three additional 
items: (1) "How much do you have in common with the other people in your 
group?" (2) “In general, how much do you share with other members in your 
group concerning how you view the world?" and (3) "To what degree are the 
people in your group important to you compared with strangers?" (1 = not 
at all, 5 — to a great extent [degree]). I summed these items, which showed 
good reliability (a = .83), to compare the two group treatment conditions. 
The results of a t-test replicated the finding for the nine-item group commit- 
ment scale (tz, = 6.01, p < .01; x = 2.58 and 3.82 for the outgroup and 
ingroup conditions). Finally, the correlation between the nine-item group 
commitment scale and the five-item composite was significant (r = .61, p < 
.01). Taken together, these findings strongly support the internal validity of 
the group membership treatment in this experiment. 


Tests of Hypotheses 


Table 3 presents the descriptive statistics and Pearson correlations for 
the variables. To test Hypothesis 1, I conducted a hierarchical moderated 
regression analysis (Cohen & Cohen, 1975) on individual performance, en- 
tering individualism-collectivism and group condition first and the interac- 
tion of individualism-collectivism and group condition second. For pur- 
poses of the analyses, I dummy-coded group condition using the procedure 
described by Cohen and Cohen (1975: 314—316) for coded contrasts, coding 
individual, outgroup, and ingroup as ~.5, —.5, and 1, respectively). Table 4 
reports the results of the analysis, and Figure 2 shows the significant inter- 
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TABLE 3 

Descriptive Statistics and Correlations for Experiment* 
Variables Means s.d. 1 2 3 4 5 
1. Performance 19.85 4.68 
2. Self-efficacy 74.40 22.95 .32 
3. Group efficacy 74.32 14.41 .63 .89 
4. Anticipated outcomes 4.06 0.55 .67 20 .42 
5. Individualism-collectivism 3.32 0.90 415 17 13 12 
6. Country of origin —40 -.04  —.08  —02 —.47 


a N = 165. Correlations greater than the absolute value of .15 are significant at p < .05. 
Those greater than the absolute value of .19 are significant at p < .01. 


TABLE 4 
Results of Hierarchical Regression Analyses for Experiment 

Variables B AR* tfor p p 
Model 1 l 

Group condition .02 .02 — 0.07 —0.01 

Individualism-collectivism 1.89 0.15 

Group X individualism-collectivism .26 24 7.22** 1.89 
Model 2 

Self-efficacy 61 61 — 1.93 —0.13 

Group efficacy 6.99** 0.52 

Anticipated outcomes 8.75** 0.48 

Group condition .86 .05 —5.05** — 0.93 

Individualism-collectivism —3,31** — 0.26 

Group  individualism-collectivism 4.39** 0.94 
Model 3 

Group condition .28 26 —7.00** — 1.77 

Individualism-collectivism —4,25** — 0.46 

Group X individualism-collectivism ` 7.22** 1.90 

Self-efficacy .66 A0 —2.26* —0.15 

Group efficacy . 6.40** 0.46 

Anticipated outcomes 8.41** 0.44 

*p<.05 
** p <. DI 


action, illustrating standardized performance scores using group cond-tions 
and a median split of individualism-collectivism. The figure shows that 
highly individualistic people performed best in the individual.condition 
and that there was no significant difference between the ingroup and out- 
group conditions. Highly collectivistic people performed best in the inzroup 
condition, and there was no significant difference between the individual 
and outgroup conditions. Thus, results support Hypothesis 1.  . 

To test Hypothesis 2, which predicts mediating effects, I conducted 
additional analyses, regressing performance on self- and group efficacy, an- 
ticipated outcomes, individualism-collectivism, group condition, and indi- 


Standardized Performance 


Academy of Management Journal April 


FIGURE 2 


Group Membership by Individualism-Collectivism Interaction 
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vidualism-collectivism by group condition. To demonstrate the mediating 
effect of variable Y in the relation X — Z, several conditions must be met 
(James & Brett, 1984). First, X and Y must be significantly related to Z. 
Second, the variance in Z predicted by X must be nonsignificant after me- 
diator Y is controlled. Third, Y should still be significantly related to Z after 
X is controlled. Finally, X and Y must be significantly related to one another. 
In order to test for the mediating roles of anticipated outcomes and self- and 
group efficacy in the relation of the interaction of group condition and in- 


1993 Earley 337 


dividualism-collectivism to performance, I constructed two regression equa- 
tions. In the first (Table 4, model 2), performance was regressed on self- and 
group efficacy and anticipated outcomes (step 1), followed by individual- 
ism-collectivism, group condition, and their interaction. In the second (Ta- 
ble 4, model 3), I regressed performance on individualism-collectivism, 
group condition, and their interaction at step 1 and on self- and group effi- 
cacy and anticipated outcomes at step 2. In addition, with the main effects 
controlled, the partial correlations of the group condition by individualism- 
collectivism interaction with the hypothesized mediators were significant; 
the correlation of the interaction with anticipated outcomes was .14; with 
self-efficacy, it was .19; and with group efficacy, it was .22 (all p « .05). The 
results demonstrate partial support for Hypothesis 2. The hypothesized me- 
diating variables of self- and group efficacy and anticipated outcomes ac- 
counted for 61 percent of the variance in performance. Group condicion, 
individualism-collectivism, and their interaction were significantly related 
to performance after the variance attributable to the mediators was remcved, 
but they only accounted for an additional 5 percent of the variance in per- 
formance. The second equation testing for mediation demonstrates that 
group condition, individualism-collectivism, and their interaction account 
for 26 percent of the variance in performance prior to the entrance oi the 
mediating variables, and the mediating variables account for an additional 
40 percent of the variance. Thus, group condition, individualism- 
collectivism, and their interaction only explain a minor portion (596) cf the 
variance not accounted for by the hypothesized mediating variables. 


Descriptive Statistics by Country 


Descriptive statistics for the variables by group condition within each 
national sample are presented to provide readers with an overall feelirg for 
the patterns of the findings. It should be kept in mind that country was 
highly correlated with individualism-collectivism (r = —.47, p < .01). I 
emphasize, however, that the tests of hypotheses were focused on incivid- 
ualism-collectivism, not on nationality. Thus, the United States subjects can 
be thought of as representing individualism and those from Israel and the 
People's Republic as representing collectivism. To establish differences 
among the national groups, I examined the individualism-collectivism com- 
posite using a two-way ANOVA in which country was crossed with group 
condition. A main effect for country (F2 45g = 32.28, p < .01; X = 3.72, 3.65, 
and 2.69, for Israel, China, and the United States, respectively) demonstrated 
that collectivism was higher among the Israeli and Chinese subjects than 
among the U.S. subjects. No other significant effects were obtained. 

Table 5 presents the means and standard deviations for performance, 
individualism-collectivism, self- and group efficacy, and anticipatec out- 
comes by country and group condition, along with Newman-Keuls post hoc 
contrasts of means. Performance was significantly higher for the Chinese and 
Israeli subjects in the ingroup condition than for those in the outgroup or 
individual conditions, but for the American subjects it was significantly 
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higher for those in the individual condition. This pattern of results was 
repeated for self- and group efficacy and for anticipated outcomes. Results of 
the nation-based analyses are similar to those obtained in the culture-based 
tests of the hypotheses. In a final analysis, I entered a dummy-coded varicble 
for country to the regression models used to test Hypothesis 2. Country 
explained no additional variance in performance after the mediating vari- 
ables, group condition, individualism-collectivism, and the interaction of 
the last two were controlled. Thus, individualism-collectivism appears to 
account for the influence of country on differences in performance. 


: Follow-up Field Survey 


All the experimental subjects participated in a short follow-up field 
survey conducted two weeks after the experiment, at which time they had 
returned to work. A person not involved in the experiment administerec the 
follow-up questionnaire, making no mention of the connection betweer. the 
experiment and the follow-up questionnaire. The subjects were instructed to 
keep in mind either their most recent work assignments, or the most typical 
work situations that they faced on their jobs if their recent work was not 
typical of their normal duties, as they responded to the various survey cues- 
tions. The questionnaire consisted of a series of questions about the subjects' 
work organizations, their perceptions of self- and group efficacy and re- 
wards, and their self-ratings of their effort on the last two or three projects 
they had worked on.? (The complete texts of these items and their psycho- 
metric statistics are available from the author.) I assessed individuals’ work 
group membership using a two-part question and categorized them as work- 
ing alone, working with an outgroup, or working with an ingroup. Responses 
to the survey were matched to the individualism-collectivism scores. pro- 
vided in the first study to serve as the measure of the cultural variabls. As 
with the materials used in the experiment, the questionnaire was translated 
into Chinese using back-translation, and an English version of the instru- 
ment was used for the Americans and Israelis. 

Moderated and mediated regression analyses were conducted to exam- 
ine the relations observed in the experiment. Table 6 presents the descrip- 
tive statistics. The results of the regression analyses demonstrate support for 
Hypothesis 1: individualism-collectivism moderates the relationship of 
work group membership to self-rated effort used as a surrogate for perfor- 
mance. An examination of standardized self-rated effort and group member- 
ship using a median split on individualism-collectivism reveals a pattern of 
results highly similar to those found in the experiment. 

The results of a mediated regression analysis conducted to furthar ex- 
amine the relations observed in the experiment demonstrate a mediational 


2 n as much as effort expended is the actual focus of social loafing (Latane et al, 1979), I 
chose to assess self-rated effort rather than performance. In addition, performance is likely to be 
tied to multiple influences, including availability of resources, task constraints, and work pro- 
cedures, that will distort the impact of the social work context on effort exhibited. 
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TABLE 6 

Descriptive Statistics and Correlations for Field Survey? 
Variables Means s.d. 1 2 3 4 5 6 
1. Self-rated effort 3.22 1.15 
2. Self-efficacy 3.15 1.27 67 
3. Group efficacy 2.99 1.27 .60 .68 
4. Anticipated outcomes 3340 1.22 .88 52 .69 
5. Work group context - 1.28 0.88 .08 .05  —.03 .08 


6. Individualism-collectivism 3.32 0.90 11 04 17 .20 .03 
7. Country of origin A —.17 —.09 -—.11 —.19 —.24 —.47 


SN = 165. Correlations greater than the absolute value of .15 are significant at p < .05. 
Those greater than the absolute value of .19 are significant at p « .01. 


role for self- and group efficacy and anticipated outcomes in the relation of 
self-rated effort to individualism-collectivism, group membership, and their 
interaction. The mediating variables accounted for 60 percent of the variance 
in effort. Group condition, individualism-collectivism, and their interaction 
were significantly related to effort after the variance attributable to the me- 
diators was removed, but they only accounted for an additional 2 percent of 
the variance in effort. The equation demonstrates that group condition, in- 
dividualism-collectivism, and their interaction accounted for 41 percent of 
the variance in effort prior to the entrance of the mediating variables, and the 
mediating variables accounted for an additional 21 percent of the variance. 
Thus, group condition, individualism-collectivism, and their interaction 
only explained a minor portion (296) of the variance not accounted for by the 
mediating variables. 


DISCUSSION 


The results of this study exploring work group dynamics in individu- 
alistic and collectivistic cultures provide consistent support for the hypoth- 
eses and clarify the findings of Gabrenya and colleagues (1981, 1985) and 
Earley (1989). The present results partially replicate those of the earlier 
research by demonstrating reduced performance as a function of group mem- 
bership for individualists but not for collectivists. In addition, results 
showed lower performance for collectivists working in an outgroup rather 
than an ingroup. This finding may in part explain the failure of Gabrenya 
and colleagues' 1983 research to replicate their earlier (1981) and subse- 
quent (1985) research. Perhaps the ad hoc groups of Taiwanese school chil- 
dren who were the subjects in the 1983 study did not view one another as 
ingroup members, or perhaps they had not yet developed the social norms 
characteristic of collectivists within an ingroup, given their youth. Finally, I 
have identified two mediating variables that suggest a multicultural psycho- 
logical process underlying the apparent interactive effects of group condi- 
tion and individualism-collectivism found in this study. Perceptions of self- 
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and group efficacy and the anticipated outcomes of performance partially 
mediated tbe effects of the interaction of group condition with indivicual- 
ism-collectivism on individuals' task performance. 

The major finding of the study was the demonstration of two cul-ural 
effects. First, collectivists have lower performance working alone or in an 
outgroup than they do working in an ingroup. In as much as an important 
aspect of collectivism concerns a strong, specific identification of a g-oup 
member with the group and its welfare (Triandis, 1989; Triandis et al., 1988), 
it seems reasonable that collectivists are not willing to sacrifice personal 
gains for a group that they consider alien. I observed reduction of perfor- 
mance by collectivists working in an outgroup setting similar to tha: ob- 
served when they performed alone. As I suggested in earlier research (Eerley, 
1989), collectivists may experience "individual loafing"— reduced perfor- 
mance while working alone rather than while working in a group. The feel- 
ing of being an "individual" may occur when collectivists are surrounded by 
outgroup members or when they are actually alone. However, it is important 
to note that subjects in the outgroup condition were aware that they were 
working within a group context. A collective motive for action does not 
imply that a typical collectivist, such as a Chinese or Israeli worker, will 
work hard in all group contexts; only those contexts for which performance 
has implications for his or her ingroup seem to stimulate performance. 

A second finding concerns the processes intervening in the interaction 
of group context, culture, and performance. I argued in the introduction to 
this article that collectivists who identify with a particular group will 5lace 
group goals and collective action ahead of self-interest. Collectivists view 
their individual actions as an important contribution to their group's well- 
being, and they gain satisfaction and feelings of accomplishment from group 
outcomes. Such an explanation relies on the motivational impact of collec- 
tive action on an individual's actions. However, the present results demon- 
strate a cognitive influence of collectivistic beliefs. As Leung and coauthors 
(1990) and Triandis and colleagues (1988) argued, collectivists ofter per- 
ceive that ingroup members are capable of contributing to a group's success 
and willing to do so; the group-efficacy expectations of the collectivists in 
the ingroup context in this study support those arguments. Thus, collactiv- 
ists view themselves as most capable when they are in an ingroup coatext. 
It might follow that the efficacy-building opportunities collectivists experi- 
‘ence throughout childhood and young adulthood shape and reinforce their 
sense of capability in line with Bandura's (1986) basic arguments about 
efficacy development. Perhaps the formative experiences of individvalists 
and collectivists have long-term effects on their adult work activities. 

Interestingly, an ingroup setting not only bolstered the collect vists' 
expectations of group efficacy but also enhanced their self-efficacy. Simi- 
larly, an individual performance setting enhanced individualists’ self- 
efficacy expectations as well as their estimates of a hypothetical group’s 
efficacy. It is not altogether clear why the two sets of judgments would occur 
in tandem; the pattern may reflect the derivation of judgments of a hypo- 
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thetical group's efficacy from an individual's perceived self-efficacy through 
an assumption of similarity (Wilder, 1981). It makes sense that collectivists 
will feel efficacious in an ingroup and will project that heightened sense of 
efficacy onto their group. For individualists, a heightened sense of self- 
efficacy while working alone makes sense as well, but it is less clear why 
their judgment of the efficacy of a hypothetical group would be bolstered. 
Perhaps the similarity of the individualists' self- and group efficacy judg- 
ments reflects the instructions they received in the experiment, that they 
were to imagine that there were others working alone who constituted their 
group. These subjects may have responded with higher efficacy judgments 
in the individual condition because there was no direct implication of work 
interdependence. It might also be that the efficacy judgments reflect a com- 
mon method artifact. 

The interesting result of the mediation tests is that the differences ob- 
served concerning the influence of a social performance context on perfor- 
mance can be explained using a single, general process model. Although the 
results of the regression analyses did not demonstrate a complete mediation 
effect, self- and group efficacy and anticipated outcomes accounted for 
nearly all of the influence of group setting, individualism-collectivism, and 
their interaction on task performance. Thus, the process model presented in 
Figure 1 suggests that the psychological constructs of anticipated rewards 
and self- and group efficacy expectations can explain the impact of a social 
performance context on a performance outcome such as social loafing. Al- 
though most explanations of social loafing have focused on a self-interest 
motive, this study suggests that efficacy expectations will also influence an 
individual's performance in a group context. Perhaps future researchers can 
use the process model developed here in follow-up work on individual 
performance in a group context. 

This study illustrates an important step in conducting intercultural or- 
ganizational behavior research as well. A follow-up regression analysis dem- 
onstrated that country of origin had no residual effect on performance after 
the mediating variables, group membership, individualism-collectivism, 
and the interaction of group membership with individualism-collectivism 
were accounted for. Country appears to influence the performance effects 
through the moderating influence of individualism-collectivism as well as 
the situational and mediating variables. These findings illustrate a direct 
linkage of a specific aspect of culture to psychological processes that can 
account for the influence of national origin. I would advocate this form of 
strong linkage of culture to a theoretical framework in future intercultural 
organizational behavior research. . 

The current findings have a number of practical applications to how 
expatriate managers might operate in individualistic and collectivistic cul- 
tures. A heavy emphasis on individual gain and rewards is not warranted in 
a highly collectivistic culture. Despite the apparent westernization of Chi- 
nese and Israeli management, incentive schemes based on individual per- 
formance may be counterproductive since an emphasis on individualism 
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may downplay the social ties that bind workers to their ingroups. However, 
the blanket adoption of group-based work in a collectivistic culture is not 
appropriate since the type of group in which an employee is placed, not a 
group context per se, is relevant for work performance. It might be argued 
that work groups in actual organizations in collectivist cultures will inevi- 
tably be made up of ingroup members, but this conclusion seems urrwar- 
ranted in as much as the demographic patterns of many collectivist cul-ures 
are rapidly changing in response to employment opportunities. For instance, 
the shift of the rural population of the People's Republic of China to ccastal 
cities such as Guangzhou and Shanghai, which is occurring because work 
opportunities and lifestyle improvements are available, has produced a great 
mixing of people with highly varied backgrounds. Thus, it is not reasonable 
to say. that organizations in collectivist cultures will always be homoge- 
neous. Additionally, the management techniques used in a collectivist so- 
ciety should acknowledge the role of efficacy judgments as an impcrtant 
determinant of work behavior. The actions of individuals in this study were 
influenced by their sense of efficacy and capability as well as the motiva- 
tional impact of anticipated rewards for performance. 

Although the focus of this study was the impact of existing work group 
membership and culture on organizational behavior, it seems appropriate to 
discuss possible prescriptions concerning group membership and manage- 
ment practices from a more proactive perspective. Our findings suggest that 
matching individuals having similar traits and backgrounds with one an- 
other can influence group identification. Such matching was shown to have 
a positive benefit for collectivists. This finding seems to suggest that the shift 
of some companies from reliance on expatriate managers to reliance on local 
people is a good move for multinational companies. A local manager will 
more clearly represent employees' ingroups in many instances, although in 
a country having many ethnic subgroups the ethnic background of a manager 
may not match that of all the work group members. Clearly, management 
practices need to reflect the relevance of group membership when -eam- 
based approaches to work are developed. The present findings have rele- 
vance to management practices in countries like the United States as well. 
The U.S. work force is highly diverse, with individuals coming from many 
differing backgrounds (Cox & Blake, 1991). This diversity may be pro»lem- 
atic for managers since they need to coordinate the potentially disparate 
actions of multiple ingroups. However, if diversity is seen as inevitable and 
actually desirable (Cox & Blake, 1991), group membership becomes an im- 
portant characteristic for managers to consider. If cultural diversity leads to 
the formation of multiple ingroups, work goals and activities need to reflect 
this emergent work group structure. Both complementing the structure and 
integrating various ingroups are alternatives. 

The present findings are subject to limitations of interpretation. For 
instance, the national groups differed on a variety of cultural and contextual 
dimensions other than the dimension of individualism-collectivism, irclud- 
ing religious background and language. The predictions of this study, how- 
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ever, were based on the conceptual relation of individualism-collectivism to 
group membership; they did not simply rely on national boundaries as a 
discriminating variable. Also, it is unclear to what extent these results cap- 
ture social dynamics in a real organization. Although the experiment pro- 
vided control over a number of environmental contingencies, the impact of 
experimental interventions may have affected the three national groups dif- 
ferently (Triandis, 1972). Finally, the manipulated group membership in this 
study is not the same as the ingroup membership implied by- long-term 
family structures. In this regard, the study represents a conservative test of 
the hypotheses for collectivists since the manipulation captured an imma- 
ture classification and identification with group membership. As I noted 
earlier, ample research has demonstrated group membership effects with 
much more superficial categorizations (cf. Turner & Oakes, 1989). Such a 
conservative test does, however, limit the conclusions with regard to indi- 
vidualists since the failure to find differences for those subjects may be 
attributable in part to an inadequate manipulation of ingroup membership. 
In other words, if I had captured these phenomena using mature ingroups, | 
might have observed the amelioration of social loafing even for the individ- 
ualists in the ingroup condition. Results of the follow-up survey intended to 
address this issue appear to confirm the findings of the full experimental 
study. Although the field survey is subject to criticisms concerning common 
method variance and recall biases, it seems that this conceptual replication 
of the experimental results is informative, particularly given that common 
method variance would not account for the interaction pattern that was 
observed. Likewise, one might argue that the experiment might have biased 
the survey respondents; however, the experimental conditions did not sys- 
tematically relate to the survey respondents’ self-classification of work 
group context. That is, individuals defined as working alone might well have 
classified themselves as working in an ingroup context on the survey if that 
was their actual work setting. 

In addition, other recent field research has confirmed that social loafing 
effects generalize to ongoing work situations. George (1992) showed social 
loafing effects in a large retail organization using a sample of salespeople. 
Veiga (1991) looked at the frequency of loafing actions, labeled “self-limiting 
behavior” in his study, for both immature and long-term work groups among 
569 managers from 80 firms. His results demonstrated similar frequencies of 
self-limiting behavior regardless of group type for five of six of his scales. 
The lone exception was a difference in the frequency of self-limiting behav- 
ior for immature and long-term groups when a highly qualified individual 
was present. Veiga found that, in such a case, more self-limiting behavior 
was reported in long-term than in immature groups. Thus, it appears safe to 
assert that the social loafing findings discussed in the present study will 
generalize to other work group contexts in organizations. 

This study explored and tested a process-oriented model of work group 
dynamics in a multicultural context. I have examined a number of psycho- 
logical intervening mechanisms as a way of understanding more completely 
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the conditions under which social loafing effects can be observed in work 
groups. The next important step that researchers should take is to tes- the 
present hypotheses in more mature work groups. The field studies by George 
(1992) and Veiga (1991) represent important first steps toward examininz the 
impact of a social context on the behavior of individuals as they work. Such 
work should be extended into an intercultural context as well in ord=r to 
help researchers better understand this phenomenon. For example, a re- 
searcher might examine work groups in an organization as they form and 
develop and study how individuals' attachments to these groups relate to 
their pursuit of self-interest and other interests in collectivist societies. A 
more complete understanding of how particular aspects of culture effect 
group work may emerge from such efforts. 
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From one theoretical perspective, exchange, dissimilar organizations 
link together because they must acquire needed resources from each 
other. From another perspective, homophily, similar organizations link 
together to cooperate. We examined predictions based on both perspec- 
tives concerning the effects of generalism and niche overlap on inter- 
organizational linkages among 46 youth service agencies. Generalism 
and niche overlap were measured for clients, services, and funding. 
The results support the argument that similar organizations link more 
than the argument that dissimilar organizations link and suggest that 
homophily is an important determinant of interorganizational net- 
works. 


Why do organizations link together in interorganizational networks? 
One answer is that organizations must enter into exchanges to acqu:re re- 
sources that they need and do not have (Cook, 1977; Emerson, 1982; Galas- 
kiewicz & Marsden, 1978; Levine & White, 1961; Lincoln & McBride, 1985; 
Van de Ven & Walker, 1984). This reasoning suggests that organizations that 
are dissimilar may become linked. A second answer is that similar-ty, or 
“homophily,” determines linkages. For example, similar social service agen- 
cies cooperate to pursue joint goals (Alter, 1990; Provan, 1983; Whetten & 
Aldrich, 1979; Wiewel & Hunter, 1985), coordinate efforts to effectively de- 
liver services (Litwak & Hylton, 1962; Morrissey, Taussig, & Lindsey, 1986; 
Oliver, 1990; Provan, 1983), and develop joint programs.(Aiken & Hage, 
1968). Similarly, links tend to be established between agencies with socially 
similar personnel (Galaskiewicz & Shatin, 1981) and with similar treatment 
ideologies and clients (Lincoln, 1984; Lincoln & McBride, 1985). 

Exchange and homophily are general perspectives that can be applied to, 
any dimension for which organizational similarity can be assessed. Two 
dimensions that have been used extensively in interorganizational networks 
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research on social service agencies are generalism and niche overlap, which 

researchers have also called domain overlap (Hoffman, Stearns, & Shrader, 
1990; McPherson, 1983; Van de Ven & Walker, 1984). Niche overlap between 

two agencies is the degree to which they provide similar populations with 

similar services. Exchange arguments suggest that generalists link with spe- 

' cialists (Provan, 1983; Whetten & Aldrich, 1979; Whetten & Leung, 1979), 
organizations with dissimilar niches link, and similar organizations do not 
link because they are direct competitors (Van de Ven & Walker, 1984). Ho- 
mophily arguments suggest that organizations with overlapping niches link: 
generalists coordinate activities with other generalists, and organizations 
with similar niches link. 

Examining these arguments separately, as is often done, can result in 
specification bias (Kennedy, 1985). Niche overlap between two agencies is 
in one sense an identical event for both of them because two agencies can 
only overlap in the same space. Their motivation to incur niche overlap may 
differ, though, because the importance of niche overlap varies as a function 
of an agency's generalism, with generalists being less dependent on a given 

` overlap than specialists. The relationship between generalism and niche 
overlap means that models including only generalism or niche overlap are 
misspecified, with the consequence that parameter estimates are biased. 
. Thus, generalism and niche overlap need to be incorporated jointly in mod- 
els predicting interorganizational linkages. 

Models also need to be specified at a dyadic, rather than organizational, 
level. Organization-level research on interorganizational networks of social 
service agencies allows researchers to draw inferences only about how an 
agency's attributes affect some organizational property resulting from its 
location in a network. An often-used example is organizational centrality, 
which is important because it is presumed to measure organizational power 
(Hoffman et al., 1990; Provan, 1984; Shrader, Hoffman, & Stearns, 1991; Van 
de Ven, Walker, & Liston, 1979; Whetten & Aldrich, 1979; Whetten & Leung, 
1979). Organizational centrality is measured as some function of the ob- 
served linkages in a network, such as the ratio of the number of linkages 
involving a focal agency to the number of all linkages in the network (Knoke 
& Kuklinski, 1982). Although there has been substantial research on the 
determinants of organizational centrality, there has been less interest in 
analyzing which linkages are observed. Understanding the determinants of 
particuler linkages is important because they are the basis of aggregated 
measures. c 

Analyzing linkages at a dyadic level also allows direct testing of argu- 
ments underlying organization-level measures. For example, the argument 
that generalists serve as intermediaries linking specialists can be tested at an 
organizational level by correlating measures of organizational generalism 
and centrality. A positive correlation is consistent with, and has been inter- 
preted as support for, the linking pin argument. It is also consistent with the 
argument that generalist social service agencies refer frequently amongst 
themselves and that specíalists are substantially less active in referrals. 
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Thus, organization-level analysis cannot directly address questions about 
which agencies are doing the referring, even though theoretical arguments 
often refer to dyads. Analyzing the effects of the interaction of the charac- 
teristics of two agencies on linkages demands consideration of relational 
characteristics (Lincoln, 1984; Lincoln & McBride, 1985; Van de Ven & 
Walker, 1984). 

This study addressed these issues by incorporating predictions about 
generalism and niche overlap effects on interorganizational networks based 
on both homophily and exchange perspectives. We examined both attribute 
and relationship effects. Attribute effects are those due to an organizational 
characteristic taken by itself, and relationship effects are those due to the 
interaction of the characteristics of an organizational dyad (Knoke & Ku- 
klinski, 1982). We examined both types of effects using dyads as the units of 
analysis. 


GENERALISM, NICHE OVERLAP, AND 
INTERORGANIZATIONAL LINKAGES 


Generalism-specialism is a continuum describing a service agency's 
breadth of services, variety of clients, funding sources, or all three (Hannan 
& Freeman, 1977). A specialist organization has a very circumscribec, nar- 
row niche, and a generalist organization offers a broad range of services to a . ` 
wide clientele. When niche overlap, or the degree to which two agencies 
serve similar populations with similar services (McPherson, 1983; Van de 
Ven & Walker, 1984), is low, the agencies provide different services to 
unique groups of clients. When niche overlap is high, two agencies provide 
similar services to the same types of clients. 

Our research objective was to understand the effects of generalism and 
niche overlap on interorganizational linkages. We developed arguments us- 
ing exchange theory and homophily theory. Because both perspectives 


yielded similarly supported, competing predictions, we framed our investi- `` 


gation in terms of research questions rather than hypotheses. 
Generalism and Interorganizational Linkages 


Generalism is an organizational attribute representing the range of cli- 
ents, services, and funding sources that an agency deals with (Aldrich 1979; 
Hannan & Freeman, 1977; McPherson, 1983). Generalism.and specialism are 
the opposite ends of a continuum, with wide ranges corresponding to gen- 
eralism and narrow ranges corresponding to specialism. Generalism is mul- 
tidimensional because an agency can specialize in a particular clientele, 
such as young, minority women, yet be a generalist by providing a large 
range of services to those individuals. Although generalism by itself is an 
organizational attribute, it is a relational characteristic when the eff2cts of 
the generalism of both agencies in a pair are examined to see whether gen- 
eralists are more or less likely to link with other generalists than with spe- 
cialists. 
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Agency effects. Arguments based on homophily suggest that generalism 
will promote linkages, because generalist agencies can better represent joint 
interests than specialist agencies. By providing diverse clients with a wide 
range of services, a generalist is apt to obtain a wide and balanced view of the 
general problems affecting all agencies. A generalist is also likely to occupy 
a linking pin role, integrating a network of organizations providing services. 
In doing so, it performs three critical network functions (Aldrich, 1979): (1) 
providing communication channels for coordination, (2) providing general 
services to others and routing clients, and (3) serving as a model. Generalists 
can more easily perform these functions than specialists because of their 
having to deal with a greater variety of issues, which causes them to be better 
able to identify common problems. And generalists are often larger, possibly 
as a consequence of dealing with a variety of issues. Largeness gives them the 
visibility and status a linking pin organization needs to perform effectively 
(Aldrich, 1979). The result is that generalists are more likely to link with any 
other agency, whether generalist or specialist, than are specialists. 

The argument that organizations seek to maintain their autonomy TOL. 
iver, 1990; Van de Ven & Walker, 1984) implies a negative effect of gener- 
alism on interorganizational linkages. Generalist organizations are less likely 
to enter into exchanges because by providing a broad array of services they 
can keep clients in-house and avoid the losses in autonomy and resources 
associated with interorganizational linkages. A similar argument is that by 
hoarding clients a generalist organization makes sure that other organiza- 
tions cannot obtain funds for providing services to the same clients. These 
arguments are based on an assumption that focusing on immediate self-interest 
in exchanges dominates over serving the joint interests of all organizations. 


Research question 1: Is generalism positively associated 
with linkages between social service agencies, as ho- 
mophily theory suggests, or negatively associated with 
such linkages, as exchange theory suggests? 


Relationship effects. Relationship arguments focus on the effects asso- 
ciated with the match between two agencies in terms of generalism and 
specialism; the possible pairs are generalist-generalist, generalist-specialist, 
specialist-generalist, and specialist-specialist. Homophily arguments would 
suggest that similar agencies develop linkages. Generalists link with each 
other because they share common problems, and agencies with similar 
niches link to develop new technologies or because their personnels have 
similar interests. 

Arguments based on exchange theory would instead suggest that dis- 
similar agencies. link. Explanations of network linkages based on power are 
one example of exchange arguments (Oliver, 1990). Generalist agencies are 
often visible and central because they have ties to a wide range of funding 
sources, provide an assortment of services, and deal with diverse individu- 
als (Benson, 1975). Generalist agencies develop ties to specialist agencies 
because of the former's centrality. For example, generalists with extensive 
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technologies refer clients to specialist agencies with intensive techno. ogies 
(Provan, 1984). The exchange occurs because both specialist and generalist 
are better off as a consequence; the specialist gains client referrals by linking 
with the generalist, and the generalist gains power and status as a conse- 
quence of increasing centrality. A generalist may cease referring clients 
when the costs of doing so exceed the gains (Hoffman et al., 1990). Referrals 
become costly when the agency being referred to can keep the clients, which 
causes the referring agency to lose the income associated with servic2 pro- 
vision. Thus, generalists are most likely to refer clients to specialists. 


Research question 2: Are generalist social service agen- 
cies more likely to link with generalists, as homophily 
theory suggests, or more likely to link with specialists, as 
exchange theory suggests? 


Niche Overlap and Interorganizational Linkages 


Niche overlap is a relational characteristic reflecting the degree o! over- 
lap or similarity between two agencies on some attribute (McPherson, 1983; 
Van de Ven & Walker, 1984). For example, suppose that agencies can pro- 
vide health care or employment services to men or women. Two ag2ncies 
that provide health care to women only have niches that overlap mors than 
the niches of two agencies of which one provides health care to men aad the 
second provides health care to women. The latter two agencies overlap more 
than two agencies of which one provides employment services to men and 
the second provides health care to women. 

Although niche overlap is symmetric between the agencies in a dyad, 
the importance of niche overlap to an agency varies with its generalism. An 
agency that is more of a generalist operates in a larger domain than ome that 
is a specialist. The generalist is less dependent on the resources from the 
jointly occupied niche than the specialist, and the specialist is more in- 
fluenced by the niche overlap than the generalist (Cook, 1977; Lincoln & 
McBride, 1985). For example, if agency A obtains 100 percent of its zlients 
from the population of poor, young women, and agency B obtains only 10 
percent of its clients from that population, agency A is completely over- 
lapped by B, but B is only 10 percent overlapped by A. Thus, a niche over- 
lap that is ostensibly the same has different importance to each agency 
involved. 

Differences in overlap importance lead to differences in agencies' mo- 
tivations to deal with their overlap. A completely overlapped specialist 
agency is more motivated to deal with an overlap than a partially over apped 
generalist agency because the specialist is more dependent on the relation- 
ship (Cook, 1977; Lincoln & McBride, 1985). In the remainder of this article, 
we use “niche overlap importance" to refer to the importance of a niche to 
an agency, and we use “niche space overlap" to refer to the space taat the 
agencies in a dyad jointly occupy. Niche overlap importance is equal to 
niche space overlap divided by an agency's generalism. 
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Arguments similar to those used for generalism apply to niche overlap 
importance. From a homophily perspective, organizations with overlapping 
niches link because their personnels are actively engaged in developing 
similar programs (Aiken & Hage, 1968). Exchange arguments would suggest 
that organizations with overlapping niches are not likely to link because of 
competitive pressures (Van de Ven & Walker, 1984). 


Hesearch question 3: Is niche overlap importance posi- 
tively associated with linkages between social service 
agencies, as homophily theory suggests, or is it negatively 
associated with linkages, as exchange theory suggests? 


Summary of the Joint Effects of Generalism and Niche Overlap 
Importance on Linkages 


Figure 1 presents the homophily and exchange predictions about niche 
overlap importance and generalism in a four-by-two table. Two agencies are 
most similar when they are both generalists or both specialists and have 
equivalent niches. Two agencies are most dissimilar when one is a general- 
ist, one is a specialist, and they operate in different niches. There is a range 
of similarity between these extremes; a pair of specialist agencies might 
provide similar clienteles different services. Although there are eight cells, 
we numbered the cells one through four because there are only four distinct 
patterns: generalist-specialist is equivalent to specialist-generalist, and gen- 
eralist-generalist is equivalent to specialist-specialist. 

According to homophily theory, (1) agencies in cell 1 are moderately 
likely to link because they are both generalists but have dissimilar niches, (2) 
agencies in cell 2 are likely to link because they are both generalists with 


FIGURE 1 
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because they are both generalists (specialists) and that they are likely to link because their niche 
overlap 1s low. 
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similar niches, (3) agencies in cell 3 are unlikely to link because one is 
generalist, the other is a specialist, and they have dissimilar niches, and (4) 
agencies in cell 4 are moderately likely to link because they have similar 
niches, but one is generalist and the other is a specialist. Exchange theory 
generates opposite predictions, with agencies in cell 2 being unlikely to link, 
agencies in cell 3 being likely to link, and agencies in cells 1 and 4 being 
moderately likely to link. 

Although the predictions were straightforward, modeling their effects 
was more complex because generalism and niche overlap importance can be 
assessed on a variety of dimensions and for a variety of networks. The next 
section briefly reviews social networks research and describes the dimen- 
sions and networks we examined. 


Funding Sources, Services, Client Demography, and Network Linkages 


Generalism and niche overlap importance have been assessed along a 
number of dimensions. Research indicates that two important dimensions 
for social service agencies, those critical to continued operation, are funding 
(Milofsky, 1989) and clients (Hasenfeld, 1972; Provan, 1984; Van de Ven & 
Walker, 1984; Whetten & Aldrich, 1979). Clients have been described both 
by the services provided to them, such as community education, counseling 
and crisis intervention, and health care and pregnancy services, and by their 
demographics (gender, age, race). 

Clients, services, and funding are intertwined. As Provan commented, 
“The acquisition of clients often is a major factor contributing to the capacity 
of an agency to attract other resources, particularly funding" (1984: 812). 
Referrals to an agency are an important source of clients, and referrals from 
an agency are attempts to have problems the agency cannot solve addressed 
by another agency (Provan, 1984). The scope of an agency's services is also 
an important determinant of interorganizational linkages (Alter, 1990). Fi- 
nally, funding sources affect interorganizational linkages. Milofsky pointed 
out that funding sources "that support services within a particular geo- 
graphic area .. . examine existing organizations to see whether there is du- 
plication of effort or of granting-agency support" (1989: 284) and then en- 
courage or require the social service agencies they fund to become function- 
ally specialized and coordinate their activities. 

Although Milofsky (1989) assigned primacy to funding sources, arguing 
that they are the source of differentiation in services, other authors have 
assigned more importance to technology and the scope of services an agency 
chooses to provide (Alter, 1990; Provan, 1984). Because it is unclear whether 
funding, clients, or services has primacy, our models allow for separate 
effects. 

We assessed the effects of generalism and niche overlap importance on 
three types of network linkages: coordination, interagency service provision, 
and client referrals. These different linkages are important because they are 
critical functions that need to be performed in interorganizational networks 
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(Aldrich, 1979). Client referrals are important because clients are a key re- 
source for an agency (Alter, 1990; Provan, 1984; Van de Ven & Walker, 1984). 
Agencies can either cooperate in referring clients, as arguments about fed- 
erations suggest they do (Provan, 1983), or they can seek to keep the clients 
to themselves in order to increase funding and maintain autonomy (Van de 
Ven & Walker, 1984). Coordination. and interagency service linkages are 
important because of their potential impact on how well clients are served. 
They can reflect the degree to which agencies coordinate their activities or 
help each other (Alter, 1990), or they can reflect agencies' attempts to acquire 
needed resources. . 

Analysis of the effects of generalism and niche overlap on the three 
types of network linkages can use combined or separated data. Combining 
the data for the three network types into one model improves estimating 
efficiency when the different networks measure one true underlying net- 
work. When there are different true underlying networks, however, combin- 
ing the three can bias the estimates. Following other research (e.g., Hoffman 
et al., 1990), we chose to risk efficiency loss rather than bias. A significant 
advantage of adopting a general approach in which networks are analyzed 
separately is that the homophily and exchange effects are not constrained to 
be equal across networks. Thus, the results suggest when homophily and 
exchange effects are important. 


METHODS 
Data 


We used data from 52 nonprofit agencies providing services to youth in 
the Indianapolis area to test our research questions. Lincoln (1981) was the 
principal investigator on a project obtaining the data used; Fernandez 
(1988), Hoffman, Stearns, and Shrader (1990), Shrader, Hoffman, and 
Stearns (1991), and Shrader, Lincoln, and Hoffman (1989) have also drawn 
on this information. The project studied interorganizational relations be- 
tween youth service agencies and asked an extensive series of questions 
about organizational and environmental interactions, internal structures, 
and programs. The data were obtained from face-to-face interviews with 
each agency's director and questionnaires distributed to the agency's staff 
(Lincoln, 1981). The directors’ responses provided information for the inde- 
pendent variables, and the staff responses provided measures of the depen- 
dent variables. Directors' responses came from 52 agencies and staff re- 
sponses from 46 agencies. The number of staff members responding for an 
agency ranged from 1 to 27, with the mean and median numbers of respon- 
dents per agency being 10 and 9, respectively. 

The data used had two advantages. First, drawing on the population of 
all agencies providing youth services in the Indianapolis area (with the 
exception of one organization that declined to participate) avoided network 
boundary specification problems (Laumann, Marsden, & Prensky, 1982; 
Morrissey et al.,-1986). Second, we avoided response-response bias because 
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directors provided organizational information and staff members provided 
linkage information. 

Dependent variables. The units of analysis were agency dyads. The 
dependent variables, interorganizational linkages, were measured in -erms ` 
of coordination, interagency service provision, and clients. 

Client referral links were coded from responses to the questions, “Please 
list the agency(ies) to which you refer the most clients" and “Please list the 
agencies which refer the most clients to you.” Respondents could code up to 
10 agencies for each (Lincoln, 1981: 55). Client links was defined as the sum 
of the number of respondents in an agency who mentioned sending clients 
to a second agency and the number of respondents in the second agency who 
mentioned receiving clients from the first agency. The ‘“polychoric” zorre- 
lation between the numbers of clients agency i sent to agency j and azency 
j received from agency i is .49.! 

Coordination links were coded from responses to the question, “Please 
list those agency(ies) with which you have the most contact." Up to 10 
agencies could be coded (Lincoln, 1981: 56). Coordination links was defined 
as the number of respondents in agency i who mentioned agency *. The 
polychoric correlation of agency i's mentions of agency j and agercy j's 
mentions of agency i is .47. 

Service links were coded from responses to the questions, “Please list 
the agency(ies) from which you receive the most support and assistance in 
your work with clients" and “Please list the agency(ies) to which you give 
the most support and assistance"; up to 10 agencies could be coded far each 
(Lincoln, 1981: 55). We defined service links as the sum of the number of 
respondents in an agency who mentioned providing services to a second 
agency and the number of respondents in the second agency who men-ioned 
receiving services from the first agency. The polychoric correlation between 
the two is .58. 

Independent variables. The measures of generalism and niche overlap 
importance for funding sources, clients, and services were calculated from 
information provided by the agencies' directors. 

We defined client generalism for agency i (i = 1,..., 52) using the 
formula 


Client generalism, = 4 — X Pik (1) 


where p;x is the proportion of the i agency's clients coming from the HN 
client category (k — 1, 2, 3, 4: female, minority, low-income, under 13). The 
agency with the highest client specialization (100 percent of their clients 
were minority-group, low-income women under 18 years old) has a score of 
0. The higher the value, the more generalist the agency. Client overlap was 


1 Jóreskog and Sórbom define a polychoric correlation as the “estimate of the correlation 
between two latent variables ņ and E underlying y and x, where ņ and & are assumed to have a 
bivariate normal distribution" (1989a: 1—23). 
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calculated by pairs. For the agency pair i,j (i = 1,...52;j = 1,...,52;k = 
1, 2, 3, 4), the formula was 


(4 — glpix - pad 


MURS chase REM CMT Q) 
Client generalism; 


Glient overlap;; — 


` The value derived for the numerator of this measure (4 — Z|p,, — pj4l) 
increases as the competitive overlap between agencies increases, reaching 4 
if two agencies have identical distributions of clients. The measure is asym- 
metric, however, because it is divided by the client generalism measure. The 
asymmetry allows the relative importance of client overlap to each agency to 
condition the impact of competitive overlap. Overlap affects a generalist 
agency less than a specialist agency. 

Service generalism was the number of services a director indicated his 
or her agency provided. Directors could choose 6 services from a list of 15, 
including community education, counseling and crisis intervention, and 
health care and pregnancy services. Only one director mentioned 6 services; 
the modal response was 2. Values ranged from 1 (most specialized) to 6 
(most generalized). The importance of the service niche overlap to a focal 
agency was defined as the number of services common to two agencies 
divided by the total number of services offered by the focal organization. 
This measure is asymmetric because the relative importance of the overlap 
depends on agency service generalism. An agency offering only one service 
and having that service in common with another agency is completely over- 
lapped (the value of the measure is 1), and the other agency is minimally 
overlapped if it provides six services (the value for the other agency is .17). 

Funding source generalism and the importance of funding source niche 
overlap were constructed using directors' responses to a question asking 
them to identify funding sources for their agencies from a list of 17; a max- 
imum of 10 was allowed, and the highest number of funding sources re- 
ported was 8. Examples of sources are United Way, community development 
block grants, and client fees. The measures were constructed in a fashion 
similar to that used for service generalism and service niche overlap. 

Control variables. We included organizational size, the number of lo- 
cations at which an agency provided services, staff professionalization, and 
waiting time as control variables. We controlled for organizational size, de- 
fined as the natural logarithm of the total number of employees in an agency, 
because large: organizations could be dominant in local community net- 
works. Entering organizational size into analyses also controlled for scale 
effects in models based on staff responses that might arise because the num- 
ber of respondents in each agency is positively correlated with the number 
of mentions of other agencies that would be coded. The natural logarithm of 
the number of locations for service provision was entered into analyses 
because organizations with many sites might serve as intake agencies that 
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subsequently refer clients to other agencies. Staff professionalization, coded 
as the natural logarithm of the number of doctors, nurses, and counselors in 
an agency, was included because previous research has shown profession- 
` alization to be associated with interorganizational linkages (Aiken & Hage, 
1968; Alter, 1990; Miller, 1980; Provan, 1984).” Waiting time was the num- 
ber of weeks an agency’s clients had to wait for services. We had no expec- 
tations about the effects of waiting time. On the one hand, waiting time 
might have increased referrals if agencies attempted to shorten client waits 
by referring them to other agencies. On the other hand, a long waiting time 
might signify an agency was one to which other agencies referred clients.? 


Analysis 


Models of network linkages specified at the dyadic level have two meth- 
odological problems (Lincoln, 1984). First, network autoregression occurs 
when observations are not independent because one agency is in more than 
one dyad; for instance, the pairs 1-2 and 2-3 share agency 2 as a common 
node (Doreian, 1989; Friedkin, 1990). This interdependence of observations 
can cause biased estimates because errors might be correlated with indepen- 
dent variables. Second, simultaneity problems may arise through the reci- 
procity occurring when one agency responds to a relationship with another 
agency by establishing a similar relationship flowing in the opposite direc- 
tion. Reciprocity is also a measure for response reliability when respondents 
in two different agencies are asked about the same linkage. We addressed 
network autoregression and reciprocity by estimating a pair of simultaneous 
equations (Lincoln, 1984; Lincoln & McBride, 1985): 


Linkage, ; =p, WLinkage;; + B, Linkage; 


and 


Linkage, ; =p, WLinkage,, + B; Linkage,; 
+ yy X, 8, X, AY, + en (4) 


where Linkage; (Linkage, ,) is the linkage measure for a respondent in 
agency i (j) mentioning linking to agency j (i); WLinkage, , and WLinkage, ; are 
corrections for network autoregression; X, and X, are vectors consisting of 
the niche overlap importance, generalism, and control variables for agencies 
i and j; and eu and eu are errors. 


2 We avoided losing the cases associated with one agency that had missing data for pro- 
fessionalization by regressing professionalization on agency size (adjusted R? = DÉI and setting 
the missing value equal to the predicted value. 

3 To avoid losing the observations associated with the one agency that had a waiting list but 
reported no value for waiting time, we set its waiting time equal to one week, the modal waiting 
time for agencies with waiting lists. 
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WLinkage,, and WLinkage,, are constructed by multiplying a W matrix 
by Linkage,, or Linkage,; (Lincoln, 1984). W is a square matrix with all 
potential dyads listed as rows and columns; for three agencies, the rows and 
columns are the dyads 1-2, 1-3, and 2-3. If the row and column dyads share 
a common node, then a 1 is entered in the matrix; otherwise a 0 is entered. 
The rows are then normalized by dividing each element by the sum of the 
row. Including WLinkage; and WLinkage, in Equations 3 and 4 is similar to 
including a dummy variable for each organization and period in pooled 
cross-sectional and time-series data to control for correlation of errors with 
independent variables. The autoregression effect resulting from unspecified 
nodal characteristics is captured by rho (p); an unsubscripted estimate sym- 
bol refers to the estimate for both agency i and j, so p refers to p, and p; 
Organizational reciprocity—the effects of Linkage,; and Linkage, ; on each 
other—is measured by beta (f). 

The effects of generalism, niche overlap importance, and the control 
variables are captured in delta (8) and nu (v). Delta is the effect of an agency's 
characteristics on the propensity of its employees to report a link, and nu is 
the effect of an agency's characteristics on its likelihood of being mentioned, 
which we refer to as its attractiveness. These two effects correspond to the 
effects on réporting linkages accounted for by each organization in a dyad. 
Delta captures the effect of agency i's characteristics on a respondent in i 
reporting a linkage with agency j, and nu captures the effects of agency j's 
characteristics on a respondent in j reporting a linkage with agency i. 

The theories of homophily and exchange suggest identical arguments 
about propensity to link and attractiveness. Homophily theory suggests that 
people in similar agencies are more prone to mention each other and to find 
their agencies more attractive to each other than people in dissimilar agen- 
cies. Exchange theory suggests that people in dissimilar agencies are more 
prone to mention each other and more attractive to each other. Thus, ho- 
mophily arguments are supported if delta and nu are positive, and exchange 
arguments are supported if they are negative. Although we did not expect 
different effects, assessing both was valuable because it allowed us to see if 
the effects were in fact similar. 

The research questions concerning interactions of generalists and spe- 
cialists were examined using X;X;, where X, and X, are the generalism mea- 
sures for the two agencies in a dyad. The estimate associated with the in- 
teraction (lambda) is the effect of generalism interactions on linkages. Ho- 
mophily arguments are supported: if lambda (A) is positive because similar 
agencies (two generalists or two specialists) link together. If lambda is neg- 
ative, exchange arguments are supported because different agencies (gener- 
alist-specialist or specialist-generalist) link together. The analysis assessed 
only the effect of the interaction of the same generalism measures (funding, 
clients, and services). We found no significant interactions of different pairs 
of generalism measures (funding-clients, funding-services, and clients- 
services; not presented). . 
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The simultaneous equations are “just-identified’’ by constraining the 
parameter estimates to be equal across equations (for example, B; = fi) and 
by constraining eu and en to be independent. Lincoln (1984) argued that these 
coefficient constraints are not unreasonable because the only differenze be- 
tween the two models is the ordering of the pairs. The alternative way to 
identify the model, by constraining either delta or nu to be zero, ts less 
satisfactory than constraining the error terms (Lincoln, 1984). One argument 
for constraining delta and nu to be equal across equations is that the simul- 
taneous equations are basically a circuitous way to estimate a single equa- 
tion that includes the reciprocity effect. We adopted the independer.ce-of- 
error-terms constraint for two reasons, even though the reciprocity effact (Q) 
is biased because it includes the covariance between the error terms. First, 
reciprocity was a control variable, and we were not worried that it might be 
biased. Second, although the direction of the bias on the reciprocity effect 
cannot be determined, the bias should be small (Lincoln, 1984). 

We used PRELIS and LISREL 7 (Jóreskog & Sórbom, 1989a,b) to estimate 
the equations with maximum likelihood procedures. We treated the depen- 
dent variables as ordinal because they took on a limited number of values. 
We used optimal correlations because they are less biased than Pearson 
correlations when there are ordinal variables included.* 

Although the number of dyads was 2,070 (46 x [46 — 1]), we used 
1,035—the number of unique pairs—as the number of observations in sig- 
nificance tests because half the pairs are essentially the same as the other 
half, except for ordering effects. 


RESULTS 


Table 1 presents the means, standard deviations, and correlations for the 
dependent and independent variables. Interorganizational linkages are 
sparse, with the highest levels of linkages occurring through client rezerrals. 
The correlations for service links and coordination links (r = .70), service 
links and client links (r — .62), and coordination links and client linEs (r — 
.93) are all positive and large. These positive correlations suggest that rela- 
tionships are multiplex, with organizations that refer clients to each other 
also coordinating their activities and providing each other interagency ser- 
vices. 

The correlations between generalism and niche overlap importance are 
negative; for clients, the correlation is —.76, for services, it is —.17, and for 
funding, it is —.01. The large negative value for the relationship between 
client generalism and the importance of client niche overlap suggests that 


*Jóreskog and Sérbom (1989a: 1-22—1-23) discuss alternative ways of handling ordinal 
variables and define optimal correlations. The optimal correlation for two ordinal variables is- 
also known as a canonical correlation. For an ordinal and continuous variable, a consistent 
estimator of a polyserial correlation is used. 
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client generalists in dyads are much less dependent than Sent specialists 
on clients that both serve. 

Table 2 reports the reciprocity correlations, the Sedans between 
Linkage, , and Linkage, ;. The correlations are positive, consistent with the 
presence of interorganizational reciprocity. 

Table 3 presents the results of the models regressing coordination links, 
service links, and client referral links on the independent variables. Table 4 
shows the improvement in chi-square resulting from adding generalism and 
niche overlap measures to a baseline model consisting of agency size, wait- 
ing list, locations, professionalization, reciprocity, and the correction for 
network autoregression. 

The models' fits to the data are good. The total coefficient of de-ermi- 
nation for each pair of equations ranges from .55 to .76 (Table 3). Of the 45 
effects used to examine the research questions, 32 (7196) are significant 
(Table 3). Adding both generalism and niche overlap improve model fit over 
the baseline model (Table 4). The reduction in chi-square per degree of 
freedom is greater when niche overlap is added to the baseline model plus 
generalism than it is when generalism is added to the baseline model plus 
niche overlap in all equations except those for coordination. This pattern of 
results suggests that generalism is a more important predictor of coordina- 
tion linkages than niche overlap, and niche overlap is a more important 
predictor of service and client linkages. 

Homophily effects predominate among the significant effects. Argu- 
ments based on that theory predict that the generalism, niche overla», and 
generalism interaction effects in Table 3 will be positive, but exchange the- 
ory predicts they will be negative. Of the 32 significant effects, 19 (5936) are 
positive. The pattern of positive and negative effects shows that a homophily 
explanation is more consistent with the data for niche overlap than for 
generalism. 


Research Question 1: Generalism Effects 


Generalism decreases the propensity of staff members to mention other 
agencies (4 of 7 significant effects negative) and decreases agency attractive- 
ness (3 of 4 significant effects negative). The preponderance of negative 
generalism effects (7 of 11, 64%) supports the exchange predictions for gen- 
eralism. There are some exceptions, however, that are consistent with earlier 
research. 


TABLE 2 
Reciprocity Correlations 
Agency j 
Agency i 1 2 3 
1. Coordination links .63 
2. Service links .91 .69 


3. Client links .82 72 A8 
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TABLE 3 
Results of Regression Analysis" 
Variables Coordination Service Clients 
Reciprocity .396** .305** .079** 
Propensity to mention other agency 
Generalism 
Client .375** —.144** .167** 
Services .122** .044 — .193** 
Funding .001' —.051** —.081** 
Niche overlap importance . 
Client .179** .039 .218** 
Services —.038** .207** —.066** 
Funding .099** —.081** —.020 | 
Agency characteristics : 
Size i .065** —.116** —.049** 
Waiting list .004 .055** .001 
Locations .021* .113** .037** 
Professionalization : —.044** .104** .109** 
Attractiveness to other agency 
Generalism 
Client —.035 .221** —.004 
Services —.213** —.055 —.214** 
Funding —.217** —.015 —.006 
Niche overlap importance 
Client .097** .333** .204** 
Services : 101** —.085** .178** 
Funding — 054** .  .069** .079** 
Agency characteristics : 
Size —.147** — .004 —.037 
Waiting list .017 — 004 .055** 
Locations .110** ".035** ` .057** 
Professionalization ` .174** .103** .078** 
Generalism interaction? 
Client —.187** .005 .003 
Services .020 —.042 .166** 
Funding .197** .157** .085** 
Network autoregression .168** .139** .368** 
Total coefficient of 
determination for equations .76 55 58 





* Unstandardized estimates are reported. 

b Interactions for generalism for agency i with generalism for agency j are shown. 
*p«.05 

**p«.01 


The results suggest that generalists occupy linking pin roles. Client gen- 
eralism increases staff members' propensity to mention other agencies in 
coordination and client networks, and service specialism makes an agency 
more attractive. These findings suggest that client generalists provide an 
intake function for a variety of clients who are then referred to service spe- 
cialist agencies. This pattern is consistent with the argument that generalists 
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TABLE 4 
Improvements in Chi-Square 

Additions to Models df Coordination Service Clients 
Generalism to baseline 9 1,272.38 483.54 287.48 
Niche overlap to baseline 6 1,003.11 555.71 521.48 
Generalism to niche overlap 

and baseline 9 575.42 218.17 197.25 
Niche overlap to generalism 

and baseline 6 308.15 482.71 431.25 


Generalism and niche overlap 
to baseline 15 1,578.53 773.88 718.73 


have more extensive service technologies and refer clients to specialist agen- 
cies with intensive service technologies (Provan, 1984). 


Research Question 2: Generalism and Specialism Interaction 


Five of the nine (5696) generalism interaction estimates are signiticant, 
and four of the five (80%) significant effects are positive. This pattern sug- 
gests that generalists tend to link with other generalists and generally sup- 
ports predictions based on homophily theory. 


Research Question 3: Niche Overlap Importance Effects 


The estimates for the effects of niche overlap importance strongly sup- 
port homophily rather than exchange predictions. Of the significant effects, 
11 of 16 (6796) are positive. The importance of client niche overlap appears 
to be particularly significant because all of its significant effects are positive. 

The positive effects of niche overlap importance for funding sourzes on 
mentioning other agencies and agency attractiveness is consistent with Van 
de Ven and Walker's (1984) suggestion that funding agencies require service 
agencies to coordinate efforts with other agencies that are funded >y the 
same source. 

It could be that the effects of funding source overlap importance are a 
consequence of funding sources requiring similar policies or programs. This 
does not appear to be the case, however. Most of the directors (57.796) did 
not feel that the funds their agency received were earmarked for parzicular 
programs. Moreover, among directors who did feel funds were earmarked, 
the average percentage of earmarked funds reported was only 24.1 percent. 
Most directors (57.796) also felt that funds were not contingent on their 
agencies' having particular policies or programs. Of those directors who felt 
that their activities were so contingent, most (90.996) felt the contingency 
was geographic. Overall, most directors reported that their funds were not 
earmarked for specific activities and not contingent on following particular 
policies. 
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Control Variables 


It appears that relations between agencies are reciprocated, with all 
three reciprocity effects positive and significant. Unidentified nodal charac- 
teristics led to network autoregression. 

Employees of large agencies were more likely than those of small ones 
to mention other agencies in their coordination networks; however they 
were less likely to mention other agencies in service or client networks. 
Employees of agencies with many locations were more likely to mention 
other agencies, and the multilocation agencies were more attractive in all 
networks. Professionalization generally increased the propensity to mention 
another agency and the attractiveness of an agency, although it did decrease 
the propensity to coordinate with other agencies. Waiting lists were associ- 
ated with an increase in employees' propensity to mention other agencies in 
service networks. Agencies with waiting lists were more attractive in client 
networks. i 


DISCUSSION 


This study presents a general method for examining interorganizational 
relationships at a dyadic level. The method employed allows the separation 
of organizational and dyadic effects and discrimination between effects ac- 
counted for by homophily and by exchange. Generalism effects support both 
exchange and homophily predictions, and the effects of niche overlap im- 
portance strongly support homophily predictions. 

There are two interpretations of the findings on homophily. One argu- 
ment suggests that agencies that deal with the same clients have personnels: 
with similar interests in helping their clients (Lincoln & McBride, 1985). If 
staff workers with similar client interests also have similar preferences for 
service provision, according to this argument the relationship between client 
overlap and service overlap will be positive, with client, service, and fund- 
ing generalism controlled. A second argument suggests that agencies with 
overlapping client niches differentiate the services they provide to increase 
the resources available to all agencies providing similar services (Wiewel.& 
Hunter, 1985). The differentiation allows agencies to develop strong exper- 
tise in their areas, which helps legitimate their individual claims for more 
resources (Wiewel & Hunter, 1985). The aggregate consequence is an expan- 
sion of resources. According to the latter argument, the correlation between 
client and service overlap, with client, service, and funding generalism con- 
trolled, will be negative; agencies serving the same clients differentiate their 
services. Results supported the second interpretation because the partial 
correlation between client and service overlap is —.12. Fernandez's (1988) 
finding that funding source overlap is associated with service differentiation 
corroborates this result, which is also consistent with Van de Ven and Walk- 
er's (1984) argument that although some similarity is important as a source 
of interorganizational relations, this similarity often serves as the basis for 
differentiating in other, complementary, ways. 

The general predominance of homophily, rather than exchange, as a 
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determinant of interorganizational networks is consistent with the interpre- 
tation that organizations in a network cooperate to deliver services to some 
population (Alter, 1990; Provan, 1983) or work together to develop resources 
for the network as a whole (Wiewel & Hunter, 1985). Perhaps exchange 
arguments are more applicable to settings, such as markets, where the items 
being exchanged are unambiguous and the organizations involved use the 
items individually. Perhaps cooperative networks based in homophily em- 
phasize joint and public, rather than private, benefits for many of the organ- 
izations in the network. 

Our findings are also consistent with Van de Ven and Walker's (1984) 
finding that domain similarity is an important determinant of service pro- 
vision and client referral networks. Generalism and specialism, however, 
appear to be the important determinant of coordination networks. Perhaps 
coordination of generalists and specialists allows agencies with similar do- 
mains to manage client and service flows. 

Two problems may have distorted the model estimates. Van de Ven and 
Walker (1984) argued that the effect of similarity is likely to be nonlinear, 
with moderately similar agencies being most likely to establish links and 
highly similar or dissimilar agencies being least likely to establish links. 
However, our specification tested a linear effect. We did not test a nonlinear 
specification because the increase in the number of effects to be estimated 
would have been substantial. Our model did allow for effects that could 
appear to be nonlinear in a more aggregated form. For example, measuring 
similarity by client and service could lead to a nonlinear relationship if 
agencies provided complementary services to similar clients. Agencies with 
both dissimilar clients and services or with both similar services and clients 
would appear less likely to link than agencies with similar clients and dif- 
ferent services or with different clients and similar services. Our model 
allowed for the complementary linear effects. Also, we considered a linear 
specification appropriate because the data concerned similar organizations, 
all social service agencies providing youth services. Thus, the highly dis- 
similar organizations that would be necessary to test Van de Ven and Walk- 
er’s (1984) argument were lacking. 

Second, the results could be biased if a federation (Prova. 1983), or a 
superordinate organization linking agencies (Whetten. & Aldrich, 1979; 
Whetten & Leung, 1979), affected the linkage pattern. However, this does not 
appear to have been a problem with the agencies studied. When agency 
directors were asked, "How much coordination do you feel exists among 
youth service agencies in this area?" (Lincoln, 1981: 27), their average re- 
sponse was 2.16 on a scale ranging from 1, ''a great deal," to 3, "little or 
none." Thus, agency directors felt that coordination efforts were weak. Fur- 
` thermore, 73 percent of the directors felt that more coordination would lead 
to better service delivery, and 71 percent felt that their agencies would do 
better jobs if there was more coordination. Since agency directors felt that 
the coordination of youth service delivery efforts in their community was 
inadequate, it would appear that the presence of a coordinating agency did 
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not affect our estimates. Homophily effects are important even without the 
presence of such an agency. 

With any cross-sectional data, inferences about causation are always 
open to question. Although we argued that niche overlap importance leads 
to interorganizational linkages, it is. possible that interorganizational link- 
ages affect niche overlap importance between agencies. For example, Van de 
Ven and Walker (1984) hypothesized that agencies referring clients to each 
other develop similar niches because of working with the same clients. This 
causal ordering, which is opposite to the one we tested, does not appear to 
occur, however. Van de Ven and Walker (1984) showed that although do- 
main similarity (niche overlap importance) affected client referral linkages 
in their data, the opposite effect did not occur. 

Our focus on nonprofit organizations limits the generalizability of this 
research. Our models are generalizable to the for-profit sector, where organ- 
izations also face the problems of competing and cooperating, but our results 
might not be. In the for-profit sector, there is a direct market test of an 
organization’s strategy because consumers pay for the services they receive. 
In the not-for-profit sector, third-party funding sources often pay for the 
services consumers receive. The predominance of effects supporting ho- 
mophily could be a result of funding sources requiring agencies to coordi- 
nate their efforts in order to avoid duplication, or a result of nonprofit agen- 
cies being likely to engage in joint collective action to increase funding 
allocations. If that is the case, exchange theory would better explain rela- 
tions in the for-profit sector, where organizations do not rely on third-party 
funding and have less need to join together in political activity. Homophily 
might be a better explanation of interorganizational linkages than exchange 
in for-profit sectors funded by third parties, such as health care, where 
insurance firms pay for individuals to consume health care as a product, and 
in for-profit sectors in which political action is key, such as the steel indus- 
try, where firms argue for protection. 

Our research is also limited because it analyzed homophily and ex- 
change in only one community. An assumption in our work is therefore that 
homophily is the result of organizations' choosing similar others. Another 
source of homophily, which we did not examine, is the types of organiza- 
tions in a population (McPherson & Smith-Lovin, 1987). If a set consists of 
similar organizations, most linkages will necessarily be homophilous be- 
cause of the types of choices available. Research across communities is 
needed to estimate the importance of each source of homophilous ties. 

A similar extension would be examining how environmental scarcity 
and uncertainty affect the frequency of homophilous ties. Scarcity and un- 
certainty might increase the propensity of similar organizations to link to- 
gether to reduce uncertainty or might cause organizations to be selective in 
choosing their ties, looking to other organizations that can best help them 
solve their problems (Galaskiewicz, 1985; Whetten & Leung, 1979). An ar- 
gument for increasing homophily effects is that similar organizations can 
form an association to pursue joint interests. An argument for decreasing 


1993 Wholey and Huonker 369 


homophily effects is that dissimilar organizations are more likely to have 
access to different resources and information that would be useful in solving 
a problem. Again, such research would require comparisons across social 
networks or a longitudinal analysis of a social network. 

Finally, our research needs to be extended to analyze the effectiveness 
of interorganizational linkages for both organizations and interorganization- 
al networks. At an organizational level, do the linkages help organizations 
acquire needed resources? Does the evolution of networks, through the cre- 
ation and dissolution of linkages, create competitive advantages for linked 
organizations? In what circumstances do linkages based in similarity lead to 
competitive advantages? If dissimilarity in linkages is necessary to create 
competitive advantage, how much similarity is necessary to form the basis of 
a linkage? Or can other organizations developing similar linkages sasily 
imitate competitive advantages? At a network level, does the pattern of link- 
ages among all organizations in a network promote a better-integrated ser- 
vice delivery system and better outcomes for individuals who need the ser- 
vices provided by the network? Do linkages between similar organizations 
lead to improvement of client services? Answering both organization- and 
network-level questions is necessary to see how interorganizational linkages 
can be managed to achieve better organizational outcomes and better out- 
comes for the individuals who need the services provided by an interorga- 
nizational network. 
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The associations between interviewer and applicant behavior during 
simulated employment interviews were examined in a laboratory ex- 
periment. As hypothesized, applicant self-esteem, interviewer behav- 
lor, and their interaction significantly affected applicants' verbal and 
nonverbal behavior during interviews, as rated by independent Judges. 


The topic of employment interviews has been researched extensively 
during the past two decades (Eder & Ferris, 1989). Many studies have ex- 
amined the impact of job applicants' characteristics on the hiring decisions 
of organizational recruiters (e.g., Arvey & Campion, 1982; Hitt & Barr, 1989; 
Imada & Hakel, 1977; Kinicki & Lockwood, 1985; Kinicki, Lockwood, Hom, 
& Griffeth, 1990; Parsons & Liden, 1984; Schmitt, 1976; Webster, 1982). 
Other researchers have investigated job applicants' perceptions of inter- 
viewer characteristics and behaviors (e.g., Harris, 1989; Harris & Fink, 1987; 
Liden & Parsons, 1986; Martin & Nagao, 1989; Powell, 1991; Rynes, Hene- 
man, & Schwab, 1980; Rynes & Miller, 1983; Schmitt & Coyle, 1976). Those 
studies have relied on single source, postinterview assessments, raising 
questions concerning their veridicality. 

A handful of studies has examined both interviewer and applicant per- 
ceptions of the same employment interviews (Herriot & Rothwell, 1983; 
Macan & Dipboye, 1990; Phillips & Dipboye, 1989). Results of those studies 
showed applicant perceptions of interviewers to be positively related to 
interviewer perceptions of applicants. Such findings suggest that during 
‘interviews, applicants evaluate interviewers’ behavior in terms of the extent 
to which the interviewers are positively or negatively disposed toward them. 
Furthermore, interviewers' dispositions toward applicants have been found 
to be related to interviewers' postinterview assessments of applicant perfor- 
mance during interviews (Phillips & Dipboye, 1989). What remains to be 
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investigated is the effect that interviewer behavior during an interviev: has 
on applicant behavior. Do interviewers merely assess the qualities of appli- 
cants, or does the behavior of interviewers influence the performance of 
applicants? 

An implied assumption in most research on employment interviews is 
that interviewers assess, not provoke, applicant behavior during interviews. 
Recent theoretical models (Jablin & McComb, 1984) and empirical work (e.g., 
Phillips & Dipboye, 1989) suggest that interviewer behavior may influence 
applicant behavior. The implications of such an influence would include 
questions concerning the validity and fairness of interviews. 

The purpose of the current investigation was to examine the effects of 
interviewer behavior on applicant behavior during interviews in a con- 
trolled laboratory setting. Unlike previous researchers, we had applicant 
behavior evaluated by independent judges. This process eliminated the pos- 
sible confounding effects introduced when interviewers, whose behavior 
was expected to influence applicants' behavior, also provide the ratinzs of 
applicants. 


EFFECTS OF INTERVIEWER BEHAVIOR ON APPLICANT BEHAVIOR 


Several theoretical models treating job interviews as social interactions 
have stressed that the perceptions an applicant forms of an interviewer may 
influence the applicant's behavior during an interview (e.g., Dipboye, 1982; 
Jablin & McComb, 1984; Liden & Parsons, 1989; Phillips & Dipboye, 1989; 
Schmitt, 1976). Applicants also appear to use perceptions of interviewers’ 
behavior during interviews in determining how to adjust their own behavior 
during the interviews (Street, 1986). In fact, an entire area of researca on 
dyadic social interaction has developed in social and clinical psychclogy 
(e.g., Gottman, 1979) as well as in communications (e.g., Fairhurst, Rogers, & 
Sarr, 1987; Glauser & Tullar, 1985), and much of this work may generalize to 
interviewer-applicant dyads (e.g., Jablin & McComb, 1984; Matarazzo & 
Wiens, 1972; Street, 1986; Tengler & Jablin, 1983; Tullar, 1989). 

Research on dyadic social interaction suggests that individuals wi of- 
ten reciprocate the other individual's behavior during dyadic interaction 
(Cappella, 1981; Cappella & Planalp, 1981; Patterson, 1982; Street, 1986). 
Reciprocation involves adjusting behavior to be similar to the other person’s; 
an example is smiling and making more eye contact if the other person is 
smiling and maintaining eye contact. Several studies, summarized in Mat- 
arazzo and Wiens (1972), have labeled this reciprocation, or modeling, effect 
“synchrony.” In experiments manipulating interviewer verbal behavior, the 
authors of those studies found that interviewees ‘“‘modeled”’ such behaviors 
as interviewers’ utterance lengths. 

In the current study, we examined the effect of interviewer nonverbal 
behavior on applicant behavior. An interviewer who was our confederate 
interviewed subjects playing the role of applicants. The interviewer dis- 
played either warm behavior, making eye contact and smiling, or colc be- 


374 Academy of Management Journal April 


havior, making little eye contact and not smiling. We expected that appli- 
cants would reciprocate the interviewer's behavior, resulting in more posi- 
tive ratings for the applicants exposed to the warm behavior than for those 
exposed to the cold behavior. 


Hypothesis 1: Independent judges will rate the interview 
behaviors of applicants interviewed by a warm inter- 
viewer, who smiles and maintains eye contact, more pos- 
itively than they will rate the behaviors of applicants in- 
terviewed by a cold interviewer. 


Applicants' individual differences may also influence ratings of their 
behavior. A host of individual difference variables, such as ability, age, 
physical attractiveness, personality, and levels of self-monitoring (Snyder, 
1974) and self-esteem may affect the way in which an applicant behaves 
during an interview. We selected self-esteem for study in the current inves- 
tigation because of the strength of the previous theoretical development of 
the variable (e.g., Pierce, Gardner, Cummings, & Dunham, 1989; Tharenou, 
1979) and the existence of empirical studies applied to employment inter- 
views. For example, self-esteem has been shown to be related to applicant 
performance during interviews (King & Manaster, 1977) as well as to appli- 
cant postinterview reactions (Ellis & Taylor, 1983). Applicants may show 
self-esteem by expressing confidence in possessing the abilities needed for a 
job and in the "decoding" of interviewer behaviors. For example, high-self- 
esteem applicants would be more inclined than low-self-esteem applicants 
to feel that they were responsible for positive cues coming from an inter- 
viewer (e.g., Fitch, 1970; Gergen & Maracek, 1976; Ickes & Layden, 1978). 


Hypothesis 2: Independent judges will rate the interview ` 
behaviors of applicants who are high in self-esteem more 
positively than they will rate the behaviors of applicants 
who are low in self-esteem. 


An interaction between interviewer behavior and applicant self-esteem 
was also proposed. Research indicates that people with low self-esteem are 
more likely than those with high self-esteem to internalize negative feedback 
(e.g., Campbell & Fairey, 1985; Fitch, 1970; McFarlin & Blascovich, 1981). 
The former may interpret cold interviewer behavior as negative feedback, an 
interpretation that would in turn adversely affect their performance in an 
interview. Conversely, individuals with high self-esteem would be expected 
to externalize an interviewer's behavior and perform at nearly the same level 
regardless of the interviewer's behavior. 


Hypothesis 3: Interviewer behavior and applicant self- 
esteem will interact in such a way that cold interviewer 
behavior will have a more negative effect on the behavior 
of applicants with low self-esteem than it will have on the 
behavior of applicants with high self-esteem. 


In all three hypotheses, the behavior of applicants refers both to verbal 
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and nonverbal behavior. Research has found support for the effects of non- 
_ verbal behavior on interviewers’ perceptions of applicants (e.g., Anderson & 
Shackleton, 1990; Forbes & Jackson, 1980; Parsons & Liden, 1984). However, 
studies examining the relative salience of verbal and nonverbal behaviors 
have found verbal behavior to be more highly related to evaluations of ap- 
plicants than nonverbal behavior (Hollandsworth, Kazelskis, Stevens, & 
Dressel, 1979; Rasmussen, 1984). An exploratory feature of the current study 
was to compare judges' ratings of applicants' verbal and nonverbal bahav- 
iors. f 


METHODS 
Overview 


Subjects played the role of job applicants, and each was interviewad by 
a recruiter who displayed either warm or cold interpersonal characteristics. 
Subjects were videotaped, and their behavior during the interview was rated 
by 30 independent judges. One male graduate student played the recruiter in 
all interviewers, and another male graduate student carried out the other 
experimental procedures. 


Subjects 


Thirty-two undergraduate management students voluntarily pertici- 
pated in the research. Participation entitled students to extra credit tcward 
their final grades in one of two courses, neither of which was taught ty the 
experimenter or by an author of this article. All subjects had prior interview 
experience, and each was randomly assigned to one of the two condi-ions. 
Nine men and 7 women were exposed to warm interviewer behavior, and 11 
men and 5 women were exposed to cold interviewer behavior. 


Procedures 


The experimenter informed the subjects that the purpose of the study 
was to ascertain how job applicants react to organizational recruiting pro- 
cesses. Each was then asked to act the role of a job applicant in an employ- 
ment interview, to be honest, and to compete earnestly for the job, v/hich 
was described as an entry-level position. As an incentive to do their bsst in 
the interview, subjects were informed that individuals rated in the top 20 
percent of those interviewed (and thus most likely to be hired) would receive 
double extra-credit points. Prior to the interview, each subject completed a 
questionnaire that included a self-esteem scale and additional measures de- 
signed to disguise the self-esteem items. An example of a disguising item is 
"I sometimes think that when people have misfortune, they only got what 
they deserved." The experimenter then escorted individual subjects into the 
interview room, introduced them to the interviewer, and seated them di- 
rectly across from him at his desk. The content of the interview was focused 
on work and academic history. The interviews were designed to average ten 
minutes in length. 
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Upon completion of the interview, subjects were escorted back to a 
waiting room, where they completed a brief postinterview questionnaire. 
They were then debriefed. At the end of the term, after all the subjects had 
had their interviews, they were told that all participants would receive the 
additional extra credit. 

Subjects were unaware during the interview process that the interviews 
were being videotaped behind a one-way mirror. The camera focused di- 
rectly on the applicant for the duration of the interview; at no point was the 
interviewer on camera. After debriefing, subjects were asked for permission 
to use their videotapes in another study and told that the tapes would be 
erased immediately upon their request. It was made clear to them that if they 
chose to have the tapes erased, it would have no effect on their earned extra 
credit. None of the subjects asked to have their tapes erased. 

The independent judges were 30 graduate students: 10 judges heard the 
audio portion of all 32 videotaped interviews but did not see the picture; 10 
judges watched all 32 videotaped interviews with the sound turned off so 
they could not hear any dialogue between interviewer and applicant; and 10 
judges watched and heard all 32 videotaped interviews, seeing the applicant 
in the video and hearing the dialogue between the interviewer and the ap- 
plicant. Each category of judges contained 9 women and 1 man. Each judge 
saw the 32 tapes in random order, and each worked independently and was 
naive to the hypotheses under investigation. 


Manipulations 


Interviewer behavior was manipulated so that in the warm applicant 
condition, the interviewer maintained eye contact approximately 90 percent 
of the time, leaned forward in his chair, smiled occasionally, and faced the 
applicant. In the cold condition, the interviewer did not make eye contact, 
leaned back in his chair, did not smile, and was seated sideways in relation 
to the applicant. The verbal content of the interviewer's dialogue was the 
same in both conditions for all applicants. 


Measures 


Self-esteem. Five items adapted from James and Jones (1980) were 
summed to form a composite measure of self-esteem (X = 20.8 s.d. = 2.1,a 
— .73). We then dichotomized ratings on the composite at the median to 
form low- and high-self-esteem groups. The items, all scaled from strongly 
disagree, 1, to strongly agree, 5, were (1) “I feel I have much to be proud of,” 
(2) “I take a positive attitude toward myself," (3) “I feel that I’m a person of 
worth, at least on an equal basis with others," (4) “I’m able to do things as 
well as most other people," and (5) "I feel that I have a number of good 
qualities." This self-esteem measure was administered prior to the inter- 
views. b 

Although researchers have advocated use of task-specific measures of 
self-esteem or self-efficacy rather than global measures for predicting task 
performance (cf. Pierce et al., 1989), the subjects in the current study were 
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not asked to perform.a task per se. Of major importance here was how they 
responded to the manipulated behavior of the interviewer. In essence, we 
were assessing how subjects responded to the interviewer in à social inter- 
action, so we deemed a global measure of self-esteem more appropriate than 
a specific measure. 

Manipulation check. In the postinterview questionnaire we included 
the following, using a 5-point scale: “ ‘warm personality’ does not describe 
the interviewer's behavior very well" (1) and “ ‘warm personality’ describes 
the interviewer's behavior very well" (5). 

Independent ratings of subject performance. The ten graduate student 
judges who heard but did not see the interviews rated each subject on verbal 
behavior, including the extent to which he or she adequately answered the 
interviewer's questions ("Answers often did not address questions being 
asked” = 1; "Answers precisely addressed questions being asked" = 5) and 
the integrity of the answer (“‘choppy, poor flow, difficult to follow, unclear" 
. = 1; "easy to follow, well integrated, good flow, clear" = 5). The ten judges 
who saw but did not hear the interviews rated each subject on three non- 
verbal behaviors: poise (“walks aimlessly, doesn’t sit down, appears ill at 
ease" = 1, “walks right into interview room and sits down, appears relaxed, 
at ease" = 5); posture (‘‘slouches, lackadaisical, shrugged shoulders" = 1, 
“sits upright, appears attentive" = 5); and eye contact ("little or no eye 
contact especially when giving answers" = 1, "generally maintained appro- 
priate eye contact when speaking or listening to interviewer” = 5). The ten 
judges who saw and heard the taped interviews rated each subject on all five 
behaviors described above. We summed the judges’ ratings of subjects to 
form a composite with a possible range of 2 to 10 for the verbal rating and 3 
to 15 for the nonverbal rating. Interrater reliabilities for the verbal. rating 
composites were .81 for judges exposed only to the audio portion of the tapes 
and .75 for those provided with audio and video. Interrater reliabilities for 
the nonverbal rating composites were .80 for judges exposed only to the 
video portion of the tapes and .78 for those provided with audio and video. 


RESULTS 
Manipulation Check 


In support of.the manipulation, subjects felt that “warm personality" 
described the behavior of the warm interviewer (x — 3.68) better than the 
behavior of the cold interviewer (x = 2.06, tọ = 5.58, p < .01). 


Independent Ratings of Applicant Performance - 


We summed the composite scores for each set of ten independent judges 
for each subject and divided them by ten to obtain averages. Results of 
analyses of variance (ANOVAs), presented in Table 1, provide support for 
Hypotheses 1 and 2. The judges rated subjects with high self-esteem and 
those interviewed by the warm interviewer more positively than the low- 
self-esteem subjects and those interviewed by the cold interviewer. This 
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effect held for the verbal and nonverbal ratings made by the judges exposed 
to only the audio portion, to only the video portion, or to both audio and 
video. 

In support of Hypothesis 3, the interaction of self-esteem with inter- 
viewer behavior was significant for verbal behavior ratings, both for judges 
exposed to the audio portion only and judges who saw and heard the tapes. 
Differences between cell means were tested with planned comparisons and 
appear in Table 1. To illustrate this interaction, we present a graph of the 
means for the judges' verbal ratings in Figure 1. The graph dramatizes the 
effect that the cold interviewer behavior had on the Jow-self-esteem appli- 
cants' interview behavior. High- and low-self-esteem applicants exposed to 
warm interviewer behavior received nearly identical judges' ratings. The 
judges' verbal ratings of subjects with low self-esteem exposed to the cold 
interviewer behavior were significantly lower than ratings for subjects in all 
other conditions. 

The interaction between self-esteem and interviewer behavior was also 
significant for nonverbal behavior ratings made by the judges who only saw 
the video portion of the tapes. Although this interaction did not reach con- 
ventional significance levels (p « .08) for the nonverbal ratings made by the 
judges who saw and heard the tapes, it explained 6 percent of the variance, 
and the planned comparison results were identicel to those made by the 
judges exposed only to video. To illustrate this interaction, we present a 
graph of the means for the judges' nonverbal ratings in Figure 2. The means 
follow the same pattern as the means for verbal ratings: The judges' nonver- 
bal ratings of low-self-esteem subjects who were exposed to the cold inter- 
viewer behavior were significantly lower than the ratings for subjects in all 
other conditions. 

It should be noted that an additional set of ANOVAs including applicant 
gender as an independent variable, along with interviewer behavior and 
applicant self-esteem, did not produce any significant effects. For verbal and 
nonverbal ratings across the three sets of judges, Fs for the main effects and 
two-way interactions involving applicant gender were all less than 1. 


DISCUSSION 


The results provide support for models (e.g., Dipboye, 1982; Jablin & 
McComb, 1984; Schmitt, 1976) suggesting that the way an interviewer con- 
ducts an interview may influence applicant behavior during the interview. 
Consistent with the hypotheses, an interviewer's manipulated nonverbal 
behavior greatly influenced independent judges' ratings of applicants' verbal 
and nonverbal behaviors. This pattern of results suggests that a portion of the 
variance in applicant performance during interviews that has previously 
been thought to be caused by interviewers' verbal behavior, such as the types 
of questions asked (Binning, Goldstein, Garcia, & Scattaregia, 1988; Macan & 
Dipboye, 1988, 1990), may have been partially caused by interviewers' non- 
verbal behaviors (cf. McComb & Jablin, 1984). 
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FIGURE 1 
Interactive Effects on Applicants' Verbal Interview Behavior 


Judges' 
Ratings 





Cold Warm 
Interviewer Behavior 


Judges Exposed to | Low-Self-esteem Applicant 
Audio Only High-Self-esteem Applicant — — — — 


Audio and Video 


Judges Exposed to j Low-Self-esteem Applicant - — - — - - 


High-Self-esteem Applicant. 





The findings also show the devastating effect that cold interviewer be- 
havior has on the verbal and nonverbal behaviors of applicants with low 
self-esteem. In all cases, the planned comparisons showed the mean judge 
ratings for low-self-esteem applicants interviewed by the cold interviewer to 
be significantly lower than mean ratings for the other three combinations of 
interviewer behavior and self-esteem. This result sheds light on previous 
studies that have found support for main effects of self-esteem (e.g., Ellis & 
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FIGURE 2 
Interactive Effects on Applicants’ Nonverbal Interview Behavicr 





Cold Warm 
Interviewer Behavior 


Judges Exposed to | Low-Self-esteem Applicant. 
Video Only High-Self-esteem Applicant — — — 


Judges Exposed to \ Low-Self-esteem Applicant - — - — 


Audio and Video f High-Self-esteem Applicant 





Taylor, 1984) but could not test interactions between self-esteem and inter- 
viewer behavior. Results of the current investigation demonstrate that indi- 
viduals with low self-esteem perform at about the same level as those with 
high self-esteem when an interviewer is personable and maintains eye con- 
tact. i 

Concerning the exploratory portion of the investigation, interviewer be- 
havior and applicant self-esteem had nearly identical effects on verbel and 
nonverbal ratings. Additional research, especially in field settings, is needed . 
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to further examine the relative effects of the verbal and nonverbal behaviors 
of interviewers and applicants in employment interviews. 


Practical Implications 


The finding that interviewer behavior may have a causal effect on ap- 
plicant behavior during interviews has implications for the validity as well 
as the public relations component of interviews. The negative effect of cold 
interviewer behavior on applicant behavior may result in an inaccurate, and 
thus unfair, assessment of applicants. Cold treatment by interviewers may 
also cause applicants to form a negative impression of an organization, 
which could eventually affect the organization's applicant pool. To combat 
cold interviewer behavior, organizations might consider training to sensitize 
interviewers to the effect that they may have on applicants' interview per- 
formance. Also, it might be wise to limit the number of interviews conducted 
by interviewers per day to reduce fatigue, which could inadvertently result 
in cold behavior. 


Strengths and Limitations 


Harris (1989) noted a lack of research using raters external to interviews. 
In the current study, judges who were blind to the hypotheses and who 
could not view the interviewer's behavior rated the applicants' behavior. 
The interviewer's behavior, which was successfully manipulated, was also 
more veridical than behavior reported by applicants. Of course, the behavior 
of college students who are interviewing as part of a laboratory study may 
not reflect the behavior or perceptions of applicants during actual inter- 
views. Also, it would have been desirable to have employed more than one 
confederate interviewer so that we could have examined the effects of in- 
terviewer characteristics. 


Future Research 


Future research should examine fürther the role that interviewers' be- 
havior and applicants' self-esteem and other individual variables, such as 
self-monitoring, play in shaping applicants’ behavior during interviews, ap- 
plicants' attitudes concerning interviewers, and job offer expectancies. It 
might also be beneficial to consider measures of applicant self-esteem that 
specifically address employment interviews rather than to rely on a global 
measure of self-esteem (cf. Fedor, 1991). In addition, the use of independent 
observers-judges should be continued in future studies (cf. Harris, 1989). 
Because it has been shown that interviewer behavior influences the behavior 
of applicants, relying exclusively on interviewer ratings of applicants intro- 
duces a confound. One natural extension of the use of independent judges in 
laboratory experiments would be to obtain independent judges' ratings of 
applicants in field studies of actual interviews. 

Another extension of the current research would be to obtain ratings of 
interviewer behavior from independent judges. We can envision a study in 
which actual interviews are videotaped, with one camera focused on the 
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interviewer and one on the applicant. One set of independent judges could 
rate the interviewers, another set the applicants. Given possible difficulties 
in obtaining permission from actual interviewers and applicants to ba vid- 
eotaped, researchers might use mock interviews in which the interviewers 
are the subjects who are taped to see how they react to staged applicant 
behavior. This might be done as part of an interviewer training program. 

In addition, future research should specify the incremental impact that 
the dyadic interaction between interviewer and applicant during an inter- 
view has on each person's postinterview affect and decisions. To what ex- 
tent does the interaction between the verbal and nonverbal behaviors of 
interviewer and applicant during an interview alter the preinterview per- 
ceptions of both interviewers and applicants? Such research would require 
longitudinal designs, the benefits of which are obvious from the handful of 
investigations that have implemented them (e.g., Harris & Fink, 1987. Phil- 
lips & Dipboye, 1989; Powell, 1991). 


REFERENCES 


Anderson, N., & Shackleton, V. 1990. Decision making in the graduate selection interview: A 
field study. Journal of Occupational Psychology, 63: 63-76. 


Arvey, R. D., & Campion, J. E. 1982. The employment interview: A summary and review of 
recent research. Personnel Psychology, 35: 281—322. 


Binning, J. F., Goldstein, M. A., Garcia, M. F., & Scattaregia, J. H. 1988. Effects of preinterview 
Impressions on questioning strategies in same- and opposite-sex employment interviews. 
Journal of Applied Psychology, 73: 30—37. 

Campbell, J. D., & Fairey, P. J. 1985. Effects of self-esteem, hypothetical explanations, end ver- 
balization of expectancies on future gees Journal of Personality and Soco! Psy- 
chology, 48: 1097—1111. 


Cappella, j. N. 1981. Mutual influence in expressive behavior: Adult-adult and infant-adult 
dyadic interaction. Psychological Bulletin, 89: 101—132. 


Cappella, J. N., & Planalp, S. 1981. Talk and silence sequences in informal conversaticn: III— 
Interspeaker influence. Human Communication Research, 7: 117—132. 


Dipboye, R. L. 1982. Self-fulfilling prophecies in the selection-recruitment interview. Academy 
of Management Review, 7: 579—588. 


Eder, R. W., & Ferris, G. R. 1989. The employment interview: Theory, research, and practice. 
Newbury Park, CA: Sage. 


Ellis, R. A., & Taylor, M. S. 1983. Role of self-esteem within the job search process. Journal of 
- Applied Psychology, 68: 632—840. 


Fairhurst, G. T., Rogers, L. E., & Sarr, R. A. 1987. Manager and subordinate control patterns and 
judgments about the relationship. In M. McLaughlin (Ed.), Communication yearbcok, vol. 
10: 395—415. Beverly Hills: Sage. 


Fedor, D. B. 1991. Recipient responses to performance feedback: A proposed model and its 
implications. In G. R. Ferris & K. M. Rowland (Eds.), Hesearch in personnel and human 
resources management, vol. 9: 73—120. Greenwich, CT: JAI Press. 


Fitch, G. 1970. Effects of self-esteem, perceived performance, and choice on causal attributions. 
Journal of Personality and Social Psychology, 10: 311—315. 


384 Academy of Management Journal April 


Forbes, R. J., & Jackson, P. R. 1980. Nonverbal behavior and the outcome of selection interviews. 
Journal of Occupational Psychology, 53: 65—72. 

Gergen, K., & Maracek, J. 1976. The psychology of self-esteem. Morristown, NJ: General Learn- 
ing Press. : 

Glauser, M. J., & Tullar, W. L. 1985. Citizen satisfaction with police officer/citizen interaction: 


Implications for the changing role of police organizations. Journal of Applied Psychology, 
70: 514—527. 


Gottman, J. M. 1979. Detecting cyclicity in social interaction. Psychological Bulletin, 86: 338— 
348. 


Harris, M. M. 1989. Reconsidering the employment interview: A review of recent literature and 
suggestions for future research. Personnel Psychology, 42: 691—728. 


Harris, M. M., & Fink, L. S. 1987. A field study of applicant reactions to employment opportu- 
nities: Does the recruiter make a difference? Personnel Psychology, 40: 765—784. 


Herriot, P., & Rothwell, C. 1983. Expectations and impressions in the graduate selection inter- 
view. Journal of Occupational Psychology, 56: 303—314. 


Hitt, M. A., & Barr, S. H. 1989. Managerial selection decision models: Examination of configural 
cue processing. Journal of Applied Psychology, 74: 53—61. 


Hollandsworth, J. G., Kazelskis, R., Stevens, J., & Dressel, M. E. 1979. Relative contributions of 
verbal, articulative, and nonverbal communication to employment decisions in the job 
interview setting. Personnel Psychology, 32: 359—367. 


Ickes, W., & Layden, N. A. 1978. Attributional styles. In J. Harvey, W. Ickes, & R. Kidd (Eds.), 
New directions in attribution research, vol. 2: 141—183. Hillsdale, NJ: Lawrence Erlbaum 
& Associates. 


Imada, A. S., & Hakel, M. D. 1977. Influence of nonverbal communication and rater proximity 
on impressions and decisions in simulated employment interviews. Journal of Applied 
Psychology, 62: 295—300. 


Jablin, F. M., & McComb, K. B. 1984. The employment screening interview: An organizational 
assimilation and communication perspective. In R. W. Bostrom (Ed.), Communications 
yearbook, vol. 8: 137—163. Beverly Hills: Sage. 


James, L. R., & Jones, A. P. 1980. Perceived job characteristics and job satisfaction: An exami- 
nation of reciprocal causation. Personnel Psychology, 33: 97—135. 


King, M. R., & Manaster, G. J. 1977. Body image, self-esteem, expectations, self-assessments, and 
actual success in a simulated job interview. Journal of Applied Psychology, 62: 587 --594. 


Kinicki, A. J., & Lockwood, C. A. 1985. The interview process: An examination of factors re- 
cruiters use in evaluating job applicants. Journal of Vocational Behavior, 26: 117—125. 


Kinicki, A. J., Lockwood, C. A., Hom, P. W., & Griffeth, R. W. 1990. Interviewer predictions of 
applicant qualifications and interviewer validity: Aggregate and individual analyses. Jour- 
nal of Applied Psychology, 75: 477—486. 


Liden, R. C., & Parsons, C. K. 1986. A field study of applicant interview perceptions, alternative 
opportunities, and demographic characteristics. Persennel Psychology, 39: 109—123. 


Liden, R. C., & Parsons, C. K. 1989. Understanding interpersonal behavior in the employment 
Interview: A reciprocal interaction analysis. In R. W. Eder & G. R. Ferris (Eds.), The em- 
ployment interview: Theory, research, and practice: 219—232. Newbury Park, CA: Sage. 


Macan, T. H., & Dipboye, R. L. 1988. The effects of interviewers’ initial impressions on infor- 
mation gathering. Organizational Behavior and Human Decision Processes, 42: 364—387. 


1993 Liden, Martin, and Parsons 385 


Macan, T. H., & Dipboye, R. L. 1990. The relationship of interviewers’ preinterview impressions 
to selection and recruitment outcomes. Personnal Psychology, 43: 745—768. 


Martin, C., & Nagao, D. 1989. Some effects of computerized interviewing on job applicant 
responses. Journal of Applied Psychology, 74: 72—80. 


Matarazzo, J. D., & Wiens, A. N. 1972. The interview: Research on its anatomy and structure. 
Chicago: Aldine-Atherton. 


McComb, K. B., & Jablin, F. M. 1984. Verbal correlates of interviewer empathic listening and 
employment interview outcomes. Communication Monographs, 51: 353—371. 


McFarlin, D. B., & Blascovich, J. 1981. Effects of self-esteem and performance feedback on future 
affective preferences and cognitive expectations. Journal of Personality and Social Psy- 
chology, 41: 521—531. 


Parsons, C. K., & Liden, R. C. 1984. Interviewer perceptions of applicant qualifications: A mul- 
tivariate field study of demographic characteristics and nonverbal cues. Journal of Applied 
Psychology, 69: 557—568. 


Patterson, M. L. 1982. A sequential functional model of nonverbal exchange. Psychological 
Review, 89: 231—249. 


Phillips, A. P., & Dipboye, R. L. 1989. Correlational tests of predictions from a process model of 
the interview. Journal of Applied Psychology, 74: 41—52. 
Pierce, J. L., Gardner, D. G., Cummings, L. L., & Dunham, R. B. 1989. Organization-based self- 


esteem: Construct definition, measurement, and validation. Academy of Management 
Journal, 32: 622—648. 


Powell, G. N. 1991. Applicant reactions to the initial employment interview: Exploring theo- 
retical and methodological issues. Personnel Psychology, 44: 67—83. 


Rasmussen, K. G. 1984. Nonverbal behavior, verbal behavior, resume credentials, and selection 
interview outcomes. Journal of Applied Psychology, 69: 551—556. 


Rynes, S. L., Heneman, H. G., & Schwab, D. P. 1980. Individual reactions to organizational 
recruiting: A review. Personnel Psychology, 33: 529—542. 


Rynes, S. L., & Miller, H. E. 1983. Recruiter and job influences on candidates for employment. 
Journal of Applied Psychology, 68: 147—154. 

Schmitt, N. 1978. Social and situational determinants of interview decisions: Implications for 
the employment interview. Personnel Psychology, 29: 79—101. 

Schmitt, N., & Coyle, B. W. 1976. Applicant decisions in the employment interview. Journal of 
Applied Psychology, 61: 184—192. 

Snyder, M. 1974. Self-monitoring of expressive behavior. Journal of Personality and Social 
Psychology, 30: 526—537. 

Street, R. L. 1986. Interaction processes and outcomes in interviews. Communication Year- 
book, 9: 215—251. 


Tengler, C. D., & Jablin, F. M. 1983. Effects of question type, orientation, and sequencing in the 
employment screening interview. Communications Monographs, 50: 245—263. 


Tharenou, P. 1979. Employee self-esteem: A review of the literature. Journal of Vocational 
Behavior, 15: 316—348. 


Tullar, W. L. 1989. Relational control in the employment interview. Journal of Applied Psy- 
chology, 74: 971—977. 


Webster, S. C. 1982. The employment interview: A social judgement process. Schomberg, 
Ontario: SIP Publications. 


386 Academy of Management Journal April 


Robert C. Liden (Ph.D., University of Cincinnati) is an associate professor in the De- 
partment of Management at the University of Illinois at Chicago. His research interests 
include leader-subordinate relations, employment interviews, age effects, and em- 
ployee responses to technological change. 

Christopher L. Martin (Ph.D., Georgia Institute of Technology) is an associate professor 
of management at Louisiana State University at Shreveport. His research interests in- 
clude organizational fairness, employment systems, and organizational downsizing. 
Charles K. Parsons (Ph.D., University of Illinois at Champaign-Urbana) is a professor in 
the School of Management at the Georgia Institute of Technology. His research focuses 
on human resource management, performance feedback, and technologically driven 


change. 


© Academy of Management Journal 
1993, Vol. 36, No. 2, 387—401. 


STOCKHOLDER REACTIONS TO DEPARTURES AND 
APPOINTMENTS OF KEY EXECUTIVES ATTRIBUTAELE 
TO FIRINGS 


DAN L. WORRELL 
Appalachian State University 
WALLACE N. DAVIDSON M 

Southern Illinois University 
JOHN L. GLASCOCK 
Louisiana State University 


This study investigated investors' reactions to announcements of the 
firings of key executives made over the 25-year period 1963—1987. We 
found announcements containing information about permanent re- 
placements to be associated with positive market reactions, whereas 
other types of firing announcements resulted in no market response. In 
addition, outsider appointments were perceived as beneficial immedi- 
ately, while insider appointments elicited a wait-and-see reaction. 


“Strategic reviews" and "outplacements"—industry buzzwords far firm 
restructuring, and inevitably, firings—have been occurring at record rates. 
Mergers, foreign competition, slow-growing markets, accelerating technolog- 
ical change, deregulation, eroding profits, and other conditions have 
claimed increasing numbers of executive suite victims. Chief executive of- 
ficer (CEO) tenure is now often only five years, with directors more willing 
than ever before to make changes when quick results are not forthcoming 
(Wall Street Journal, 1990). Today's corporate vocabulary now includes talk 
of having a "strategy to maximize shareholder value" (Gibson, 1990). In- 
deed, major shareholders of such firms as General Motors, concernec over 
poor performance, have gone so far as to request that they be consulted about 
the processes and criteria used to select future chief executives (White, 
1990). 


RESEARCH ISSUES AND HYPOTHESES 


Examination of the effects of top management turnover and succession 
announcements on stock prices has been proposed as one way to develop 
insight into whether leaders affect organizational performance. A review of 
the previous empirical work, however, reveals contradictory findings that 
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make interpretation difficult. Major limitations of most prior research inves- 
tigating top management change have been a failure to separate announce- 
ments of departures and of subsequent appointments and a failure to model 
the variety of forms of key executive change. 

Top management firings are a unique form of “involuntary turnover” 
whose direct financial consequences and related succession outcomes likely 
differ from those of other involuntary separations, such as statutory retire- 
ment (Friedman & Singh, 1989) and death (Worrell, Davidson, Chandy, & 
Garrison, 1986). Fredrickson, Hambrick, and Baumrin argued that “the dis- 
missal of the CEO is particularly important to organizational theory because 
this form of succession most requires the understanding of organizational 
factors” (1988: 255). Modeling the various forms of key executive change 
should make it easier to develop viable theory. Different types of executive 
change may well have varied antecedents and consequences. Separating 
them should improve academic understanding of the overall process. 

The firing of.a key executive creates two events: the turnover event and 
the succession event. Although there is a connection, it is important to 
distinguish the two. Turnover is concerned with the termination or separa- 
tion of a top executive from a firm. It can be differentiated from the related 
event of succession, which has to do with accession or replacement. Unfor- 
tunately, however, both turnover and succession have often come to imply 
the exit of the old and entrance of the new. 

Although prior empirical research has sometimes segregated the two 
effects (Furtado & Rozeff, 1987; Worrell & Davidson, 1987; Worrell et al., 
1986), in most cases they have been combined into a broader "change" 
category (Beatty & Zajac, 1987; Bonnier & Bruner, 1989; Friedman & Singh, 
1989; Lubatkin, Chung, Rogers, & Owers, 1989; Warner, Watts, & Wruck, 
1988). This consolidation confounds the effects of the announcement of 
either event. 

Because scholars and practitioners often either use the words "turn- 
over" and “succession” interchangeably or merge them into one event, the 
two terms have tended to become confounded in the literature. To highlight 
the different information inherent in the two events, we employ the terms 
“dismissal” and “departure” for the exit of incumbent key executives and 
the terms "appointment" and "replacement" for the arrival of the new. The 
separation of the two events leads to the identification of three general types 
of announcements: departure only, appointment only, and combined depar- 
ture and appointment. 

This study extended the investigation of the financial consequences of 
turnover by examining the involuntary departure through firing of three 
types of key executives: board chairpersons, chief executive officers, and 
presidents. To date, only three related studies have appeared. Warner and : 
colleagues (1988), using a broadly defined measure labeled “forced depar- 
tures," reported insignificant positive stock price changes following an- 
nouncements of those events. Their sample, however, included only one top 
manager who left a firm for the stated reason of being fired. In addition, they 
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did not control for the possible confounding impact of simultaneous depar- 
ture and appointment announcements. Similarly, Friedman and Singh 
(1989) found positive stockholder reactions to 19 “‘board-initiated succes- 
sions” but also did not separate termination and replacement announce- 
ments. Furtado and Rozeff (1987) reported significant stock price increases 
over a two-day announcement period for “dismissals under pressure." Their 
findings, however, were labeled as tentative because of a very small sample 
size (11 dismissals over eight years). What is different in the present study 
is that we (1) focused exclusively on firing-related announcements, (2) stud- 
ied more announcements than previous researchers, (3) separately investi- 
gated dismissal (turnover) and associated replacement (succession) an- 
nouncements, (4) investigated whether the announcement of a permanent 
replacement at the time a firing is announced makes a difference, and (5) 
tested for successor origin differences. 

With the firing of a key executive, the price of a firm’s stock will go 
down if the firm’s expected cash flows decline or if its systematic risk in- 
creases. It is also possible that the market will react positively to a firing. 
Shareholders may already be aware of poor management and may regard the 
dismissal as a sign that the problem will be remedied. 

However, it seems most likely that there will be no market reaction. 
Shareholders may view such an announcement as conveying no significant 
new information if the firing was expected. Agency theory (cf. Alchian & 
Demsetz, 1972; Jensen & Meckling, 1976) suggests that the risk-bearers 
(stockholders) of a firm will force out inefficient managers. Fama (1980) 
departed from this traditional view of the agency relationship by arguing 
that well-diversified stockholders have little incentive to oversee the spe- 
cific activities of any one firm. Rather, it is competition in the management 
labor market that forces managers to operate efficiently. Other managers, 
both within and outside a firm, will want to take an inefficient manager’s 
place. This competition for key executive positions also ensures a ready 
market for replacement when a firm’s performance is lower than expected 
(Fama, 1980). 

Extraneous noise that has little to do with a manager’s talents and efforts 
may well obscure a dismissal process, but the manager may be held account- 
able for poor firm performance. Because performance is probably known 
prior to executive dismissal, investors may expect the firing. We believe this 
will be especially true when the firing and replacement announcements are not 
merged and when a temporary replacement is announced along with a firing.” 


1 They also did not control for other contaminating news announcements over the event 
window. ` 

3 A temporary successor is likely to be more of a caretaker and to be generally unable to 
signal meaningful change. Some firms even have what are known as two-tier succession ar- 
rangements wherein they predesignate an immediate temporary successor as an emergency 
replacement. These "ready successors" may typically be employees who, because of advanced 
age or another reason, are not next in line for permanent succession (Bennett, 1988). 
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The “wealth effects” of permanent replacement announcements could 
also be positive, negative, or neutral, depending on how capital market in- 
vestors view the appointments. If permanent replacement appointments are 
expected to improve cash flows or reduce systematic risk, firm value should 
rise. 

From an agency theory perspective, such a rise in firm value would 
continue the resolution of the executive change process with a positive 
reaction to an announced new contract (permanent replacement). Investors 
may see such announcements as indicating a more stable direction for a firm 
and thus nurture realistic expectations of altered future cash flows. In cases 
of independent announcements of permanent replacements, announce- 
ments of firings— which might tend to negatively bias results — would not 
contaminate wealth effects. However, we also expected shareholders to react 
favorably to joint firing and permanent replacement announcements because 
of (1) the previously discussed expected neutral reaction to firing-only an- 
nouncements, (2) the slight preponderance of previous positive findings 
(Chung, Lubatkin, Rogers, & Owers, 1987; Furtado & Rozeff, 1987; Worrell & 
Davidson, 1987), and (3) the belief that announcements of permanent suc- 
cessors will generally be perceived as adaptive responses signaling strategic 
redirection. These arguments lead to the following: 


Hypothesis 1: Announcements of the dismissals of key 
executives containing information about permanent re- 
placements will result in positive investor reactions, and 
other types of announcements will result in neutral mar- 
ket reactions. 


^; Dismissal-related announcements that include key executive replace- 
ment information also frequently contain statements pertaining to successor 
origin. Although the traditional wisdom is that insider succession is less 
disruptive and less likely to lead to a deterioration in performance than 
outsider succession (Allen, Panian, & Lotz, 1979; Gouldner, 1954; Grusky, 
1964), shareholder wealth research on this issue has yielded mixed results 
(Beatty & Zajac, 1987; Chung et al., 1987; Friedman & Singh, 1989; Reinga- 
num, 1985; Warner et al., 1988; Worrell & Davidson, 1987). 
In examining the effects of successor origin, we used a strict definition 
of insider and outsider: outsiders have had no previous employment with a 
company or any of its subsidiaries. As previously noted, in the special case 
of a top management firing, investors are likely aware that a firm has been 
performing poorly prior to the dismissal announcement, and the naming of 
the successor is the more critical information release. The announced re- 
placement of a troubled CEO is likely to signal that the ineffective leader has 
left the firm and that a successor is now in place to begin recovery. Such 
changes are likely to have symbolic importance (Pfeffer & Salancik, 1978) 
and bolster future confidence (Schwartz & Menon, 1985). Although board- 
initiated successions of both insiders and outsiders under conditions of poor 
performance are likely to have beneficial consequences, outsider succes- 
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sions may imply more immediate strategic changes. As Dalton and Kesner 
noted, the “conventional formula” is that “poorly performing companies 
may well choose outside successors to institute change; organizations with 
acceptable or better performance may be inclined instead to choose insiders 
who presumably will adopt maintenance strategies” (1985: 751). É 

Although organizations that have been performing poorly may be more 
likely than strong performers to choose outsiders (Allen et al., 1979; 
Schwartz & Menon, 1985), issues other than presuccession performance may 
also drive successor origin. These include the depth of management talent 
(Furtado & Rozeff, 1987) and the extent to which successor origin is insti- 
tutionalized. Relevant here are the rules and previous succession events that 
help determine the method of succession, the number of strong outsiders on 
a board, and the concentration of institutional stock ownership (Friedman & 
Singh, 1989). 

Thus, even though a firm is performing poorly and dismisses a key 
executive, there are many reasons why the replacement may still be an 
insider. Announced inside successor appointments, however, are not likely 
to have the immediate positive impact of outsider announcements. Investors 
may welcome both the dismissal of a predecessor connected with poor per- 
formance and the appointment of any successor as a signal of a change in 
strategic direction but may see an inside successor as caught up in inartial 
forces. The succession may be less likely to convey new information about 
future changes to them (Friedman & Singh, 1989). We would expect positive 
reactions to inside succession to occur only after investors have had time to 
reevaluate their initial future earnings expectations regarding the leadership 
change. As Lubatkin and colleagues noted, "Investors are likely to form their 
revised perceptions on the basis of a different set of factors, those that can 
only be known with certainty after the appointment of a new leader" (1989: 
56). Hence, 


Hypothesis 2a: Investors' reactions to dismissal-related 
announcements including information on the origin of a 
key executive replacement will be immediately positive 
when the replacement is an outsider. 


Hypothesis 2b: Investors' reactions to dismissal-related 
announcements including information on the origin of a 
key executive replacement will be neutral when the re- 
placement is an insider. The attitude of investors will be 
"wait and see.” 


METHODS 
Overview 


The purpose of this study was to examine stock market investors' reac- 
tions to announcements of the firings and replacements of key executives. 
We used the Dodd and Warner (1983) version of standard event methodol- 
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ogy. Since this procedure is widely used by researchers, we only summarize 
it here. 

A regression equation of daily stock returns against the return on a 
market index becomes the predictive model. We used this model to predict 
normal returns for a period of 30 days before and 30 days after the Wall 
Street Journal announcements of firings, successor appointments, or both. 
The difference between the actual returns and the normal returns is a secu- 
rity's prediction error, or abnormal return. We averaged the firms' prediction 
errors on each day in the test interval. These prediction errors can then be 
accumulated over various intervals to provide mean cumulative prediction 
errors (MCPEs). An MCPE should be zero unless investors receive informa- 
tion that affects the intrinsic value of a stock. We used Dodd and Warner's 
(1983) test statistic z to determine if the MCPEs differed from zero. 


Data Selection 


We examined firings of key executives including CEOs, presidents, and 
board chairpersons, over the 25-year period 1963—1987. We included only 
executives of parent firms, excluding officers of subsidiaries. 

The Wall Street Journal for each day in the study period was examined 
to find announcements of key executive firings and the concurrent or sub- 
sequent replacement announcements. We included only announcements iri 
which the words “fired,” “dismissed,” or “asked to resign" appeared. Thus, 
our study does not include forced departures in which an executive is al- 
lowed to “save face” by resigning or retiring.? 

After initially finding 141 firing announcements, we restricted the study 
of abnormal! returns to firms that traded on the New York Stock Exchange 
(NYSE) or American Stock Exchange (AMEX) because doing so permitted 
the use of data from the University of Chicago’s Center for Research in 
Security Prices (CRSP) tapes. There were 62 such firms. 

One problem that faces researchers who employ event methodology is 
selecting an appropriate time frame to study. The intervals studied should 
also be kept narrow to limit contamination from extraneous events. We used 
a relatively narrow preannouncement period, the interval from 30 trading 
days before an announcement to 2 days before it (—30 to — 2). The postan- 
nouncement period studied was, from the 1st through the 30th day after an 
announcement (+1 to +30). We also computed results for a 2-day an- 
nouncement period consisting of the day preceding an announcement and 
the announcement day itself (—1 to 0). As Lubatkin and coauthors (1989) 
noted, the 2-day announcement period of day —1 to day 0 is commonly used 


Jt is not always possible to distinguish between these forms of firing and legitimate 
resignations or retirements. Our method required discrete executive change events represented 
by clear-cut firing announcements in the financial press. Thus, we have a very special study 
group that, rather than representing the universe of dismissals, reflects only dismissals in which 
a board of directors admitted they were firing a key executive. 
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by researchers and is also the period that receives the most emphasis when 
researchers gauge investors' reactions to the announcement of a top man- 
agement change (Warner et al., 1988). 

Reinganum noted that “in an event study, one must be concerned about 
whether information reached the market before the information was offi- 
cially made public" (1985: 53). Lubatkin and colleagues (1989) chose a 51- 
trading-day interval of days —50 to 0, and Reinganum (1985) computed 
abnormal returns for both trading days —21 to —3 and days —42to —22. We 
chose the nonoverlapping interval of days —30 to —2 as our period to 
capture early investor awareness of changes in key executives. 

We used a similar period as our postannouncement interval. By limiting 
that period to 30 days, we hoped to capture residual announcement period 
effects but avoid the longer-term leadership effects that are likely to mate- 
rialize over extended postannouncement horizons. 


Data Characteristics 


As expected, the firms in which key executives were fired tended to be 
poor performers.* Of the 62 firms that traded on either the NYSE or AMEX, 
36 announced permanent replacements and firings simultaneously. Of the 
original 141 firms, 77 announced permanent replacements and firinzs si- 
multaneously. No firm had two firings in the 25-year period. Temporary 
replacements occurred 13 times in the NYSE-AMEX group and 15 -imes 
totally. In the original population, 41 firing announcements contained no 
information about replacements, but the firms involved made successor an- 
nouncements later. These subsequent appointments took place an average 
111.5 calendar days after the firing announcements, but the range was 4—357 
days. 

Table 1 shows the number of replacements that came from inside and 
outside the firms in the NYSE-AMEX group and in the total population. In 
the former, there were 44 insiders and 18 outsiders; the proportion of insid- 
ers (7196) is much larger than that of outsiders (2996). We also collected 282 
other appointment announcements. Of those 282 successors, oniy 36 
(12.896) were outsiders, and 246 (87.296) were insiders. Using these general 
succession results as a proxy for the expected frequencies of inside and 
outside succession for the population, we compared them to our results for 
successions with firings. The resulting chi-square statistic is 14.8 (p « 001), 
which allowed us to reject the null hypothesis that the proportions of irsider 
and outsider appointments occurring with firings were the same as occ.rred 


* We found the earnings per share (EPS) and computed the return on assets (ROA) jor the 
NYSE-AMEX firms. For 53 firms, we located the companies in the same industry tha were 
closest in size to them, The EPS for the studied firms averaged $0.69 but was $2.30 Zor the 
matched control firms. Using a two-sample t-test (t = 3.87), we could reject the null hypothesis 
that the two means were equal at better than 0.01. The ROA averaged 3.5 percent for ow firms 
and 6.9 percent for the matches. Again using a two-sample t-test (t = 4.38), we could rejact the 
null hypothesis that the two means were equal. 
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in successions in general? The incidence of outside appointments was 
greater for those replacements of fired key executives than for the succession 
announcements in general. 

All the temporary replacements in our data were insiders. It should also 
be noted that when replacement announcements were made subsequent to 
firings, 53.8 percent of them announced outsiders in our NYSE-AMEX 
group, so it appears that firms that fire an executive and delay the replace- 
ment announcement are especially likely to hire outsiders. 


RESULTS 
Dismissal and Replacement Announcements 


Table 2 shows results for the dismissal and replacement announce- 
ments. We present results for three time periods: preannouncement, an- 
nouncement, and postannouncement. For the 26 dismissal announcements 
with no simultaneous information given about a permanent replacement 
(first column of Table 2), none of the MCPEs for our test intervals are sig- 
nificant. In 36 cases (second column of Table 2), replacement announce- 
ments were made at the same time as the dismissal announcements. During 
the intervals prior to announcement and at the time of announcemen-, the 
MCPEs are statistically insignificant. However, the MCPE for the postan- 
nouncement period is 0.0227 (z = 3.37), which is significant. Since this 
MCPE did not occur at the time of announcement, we cannot unquestionably 
attribute it to the announcement. Instead, it may be that a successor-d-iven 
recovery occurred, with investors viewing it as a positive step when new key 
executives took charge. However, there is a chance that non—succession- 
related confounding events also drove the results. 

Results for the 26 firms that announced permanent replacements sub- 
sequent to announcing dismissals appear in the third column of Table 2. 
During the preannouncement interval (days — 30 to — 2), the MCPE is 0.1096 
(z = 2.13), which is statistically significant. Since it took an average 74 
calendar days for these firms to replace executives, this MCPE is largely 
occurring between the dismissals and replacements. Although the MCPE 
over the interval day —1 to day 0 is insignificant, the slightly longer interval 
from day —5 to day 5 has an MCPE of 0.0448 (z = 1.71), which is marginally 
significant. The MCPE over the postannouncement interval day +1 to day 
+30 is 0.0196 (z = 1.74), also marginally significant at the .10 level. As was 
true for the cases in which permanent replacements were announced with 
firings, this MCPE is also consistent with a successor-driven recovery. Over- 
all, the findings presented in the first three columns of Table 2 offer support 
for our first hypothesis. 


5 For the total population of 141 firms, we found 81 insiders and 37 outsiders. Recomputing 
the chi-square permitted rejection of the null hypothesis again (x? = 34.3, p < .001). 
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Inside Versus Outside Succession 


Previous research has shown that investors react differently to inside 
and outside succession (e.g., Warner et al., 1988; Worrell & Davidson, 1987). 
As columns 4 and 5 of Table 2 show, for the cases in which replacements 
were announced simultaneously with dismissals, the MCPE for the 32 in- 
siders is significant and negative (—0.0162, z = —2.20) over the prean- 
nouncement period days —30 to —2. The MCPE during the announcement 
period is insignificant, and the statistic for the postannouncement period is 
significant and positive (0.0207, z — 3.07). The last finding is consistent 
with the successor-driven recovery idea noted earlier and with Hypothesis 
2b. For the four outside replacements, all the reported MCPEs are statisti- 
cally insignificant, which may be due to the low power of the tests of this 
very small number of cases. 

For the 12 subsequent announcements of permanent insider replace- 
ments (column 6), both the preannouncement and announcement period 
MCPEs are insignificant. Successor-driven recovery is, however, again 
present. The MCPE for the interval days +1 to +30 is 0.0948 (z = 2.15). For 
the 14 outsiders, the MCPE in the preevent interval ( — 30 to — 2) is 0.1604 (z 
= 3.25), which is highly significant. Here, shareholders may likely be an- 
ticipating the new selection. The MCPE for days — 1 to 0 is 0.0188 (z — 1.88), 
which is marginally significant. The longer announcement period interval, 
day —5 to day +5, has an MCPE of 0.0612 (z = 2.34), which is highly 
significant and consistent with Hypothesis 2a. We thus found a positive: 
preannouncement and announcement period investor reaction to subse- 
quent outsider appointments, with recovery occurring prior to and at the 
time of the announcements. Overall, the results reported in the last four 
columns of Table 2 support Hypotheses 2a and 2b. 


DISCUSSION 


Nearly three-quarters of the firms were found to be performing poorly in 
the two years prior to the announced dismissals. The price of a company's 
stock equals the present value of expected future cash flows. Investors may 
not have reacted to the dismissal announcements containing no permanent 
replacement information because they did not expect altered future cash 
flows until a more permanent direction was indicated. Such departure an- 
nouncements and permanent appointment announcements contain different 
information, and investor reactions will differ depending upon which kind 
of information is revealed. 

Because investors had already discerned the prior performance of the 
Studied firms to be poor, they may have expected the firings. Also, abnormal 
Stock returns occurring when key manager changes are announced are the 
sum of two components (Bonnier & Bruner, 1989; Warner et al., 1988). One 
is an "information component" that is neutral if the firing announcement 
conveys no new information regarding managerial performance. The second 
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is a “real component” that is positive if investors perceive the key executive 
replacement announcement to be in the shareholders' interest. 

The findings of positive investor reactions to permanent top manage- 
ment replacements attributable to firings are also consistent with the rational 
adaptation view of organizational change (Friedman & Singh, 1989; Pfeffer & 
Salancik, 1978). Announcements of permanent successors replacing fired 
predecessors associated with poor performance may be seen as adaptive 
responses suggesting strategic redirection. Mizruchi (1983) argued that 
boards exercise "bottom-line control" by ousting CEOs when firm perfor- 
mance fails to meet board expectations and that, by positioning new key 
executives at the helm, boards may signal the end of entrenched manage- 

` ment (Demsetz, 1983). 

Similarly, shareholders may perceive announced permanent replace- 
ments as signaling strategic reorientations in the evolution of a firm (Tush- 
man, Virany, & Romanelli, 1985). Essential to this argument is that organ- 
izations evolve through periods of incremental changes punctuated by sharp 
discontinuities. 

A couple of caveats should, however, be noted. First, the failure to find 
a market reaction to the dismissal announcements that contained no perma- 
nent replacement information may be due in part to our limiting the cases 
studied to stated firings. Second, the number of firings studied was small. 
Transitions in corporate governance (Norton, 1991) may well increase the 
prevalence of chief executive firings at laggard companies during the 1990s. 
The awakening of institutional investors, the increased zeal of shareholder 
activists, and the changing role and composition of boards appear to be 
combining to alter the balance point of control between professional man- 
agers and stockholders. This trend may provide future researchers with both 
more and more sharply defined firing data. 

In addition to encouraging the modeling of a specific form of executive 
change and the explicit classification of the timing of change announce- 
ments to minimize ambiguity, the findings also support continued exami- 
nation of other contextual issues surrounding top management changes.? 
First among these is successor origin. When permanent replacement an- 
nouncements were concurrent with firing announcements, there were some 


® Some firms, for example, also reported a reason for firing their key executives. Reasons 
listed included management fraud, streamlining management, opposition to mergers, pressure 
from creditors, and financial distress. The result of regression of the announcement period 
MCPE against a series of dummy variables representing these reasons was an insignificant F. We 
also included the MCPE from the interval days —590 to —90 as an independent variable 
proxying prior firm performance. This measure was insignificantly related to the announcement 
period MCPE. We also failed to find support in the equation for stronger investor reactions to 
announced changes involving hands-on managers (those serving as both CEO and chairperson) 
than to those for figureheads (chairperson only). We also included a variable that measured firm 
size by separating over-the-counter from exchange-listed firms. The smaller firms had more 
negative MCPEs in the postannouncement period. 
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interesting differences. First, there was a much higher frequency of internal 
succession than occurred for external succession. As previously discussed, 
however, the overall findings (Table 1) indicate that the incidence of outside 
replacement is likely greater for firings of key executives than for succes- 
sions in general. Second, although early investor awareness of concurrent 
firings and insider appointments may be negative, announcement period 
reactions are neutral, and after the appointments are officially announced, 
investors appear likely to revise upward their initial expectations about 
future earnings. There were also no significant reactions to outsiders. Exter- 
nal appointments may be construed as a failure in a firm's human capital 
investment policy, whereas internal appointments may be seen as confirm- 
ing the value of the investment (Furtado & Rozeff, 1987). Similarly, the 
agency problem of “information asymmetry" (Zajac, 1990) between the 
board of directors and insider key executives is usually less severe. The 
number of simultaneously announced outside successors was, however, 
quite small; we hope future studies can generate larger samples and reex- 
amine this issue. 

The best reading of the independent dismissal and replacement effects 
of the announcements of key executive firings can be gained by examining 
the nonsimultaneous announcements. When firms announce successors af- 
ter announcing dismissals, external replacements exceed internal appoint- 
ments, most likely because a firm will generally announce a replacement 
and a firing simultaneously if it has already designated a viable internal 
replacement in its succession plan. 

As was true for concurrent announcements, we found significant, pos- 
itive postannouncement reactions for insider appointments among the in- 
dependent announcements. What is different, however, is the occurrence of 
significant, positive reactions around the subsequent announcement period 
for outsiders. In the case of subsequent permanent replacement announce- 
ments, it appears that stockholders are likely to perceive outsiders as imme- 
diately beneficial but take a wait-and-see attitude toward insiders. Here, 
investors may have viewed the time lag between the separate firing and 
outsider replacement announcements as signaling careful external explora- 
tions for capable key management timber and as an opportunity for firms to 
move toward growth and strategic change. Chung and colleagues (1987), 
Reinganum (1985), and Warner and colleagues (1988) all reported positive 
stock price changes linked to outsider succession. 

Although the restricted nature of the present study limits the general- 
izability of its results, the findings lend support to the position that predict- 
ing the financial consequences of key executive change is extremely com- 
plex. Specifically, this study suggests that researchers’ understanding of the 
financial consequences of top management change can be facilitated by sep- 
arately modeling the forms of executive change and by isolating announce- 
ments of predecessor departure and successor accession. In addition, the 
impact of successor origin needs to continue to be considered. Future re- 
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search should carry on in this direction by striving to specify further the 
circumstances under which key management change is likely to have each of 
its varying consequences. 
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THE ROLE OF PROJECT COMPLETION INFORMATION IN 
RESOURCE ALLOCATION DECISIONS 


DONALD E. CONLON 
HOWARD GARLAND 
University of Delaware 


Prior studies have suggested that “sunk costs,” the amount of money 
already invested in a project, influence resource allocation decisions 
but have often confounded sunk costs with the degree to which a project 
is completed. To address this issue, we varied information about both 
sunk costs and project completion in two experiments. Our results sug- 
gest that degree of project completion may dominate any sunk cost 
effects that are present in resource allocation decisions. 


An expanding literature from a variety of theoretical paradigms suggests 
that, contrary to normative models of decision making, consideration of 
sunk costs—the amount of a budget invested in a project —may enter into 
resource allocation decisions. In the reported study, we focused on situa- 
tions in which a decision maker faces a choice between continued invest- 
ment in a project or withdrawal with certain loss of some or all prior invest- 
ments. 

According to traditional economic theory, a rational decision maker in 
the situation just described would consider only incremental costs and ben- 
efits. However, a growing body of research suggests that sunk costs may 
influence the decision to continue investment in an ongoing project. For 
example, Arkes and Blumer (1985) found that subjects faced with a decision 
to invest more funds in an ongoing research and development project were 
more willing to make the investment than those asked if they would invest 
the same amount of funds to start up the same R&D project. In a replication 
study using five levels of prior investment, Garland (1990) found a linear 
relationship between the amount of sunk costs and willingness to continue 
investment in the project. 

Faced with mounting evidence for the existence of irrational sunk cost - 
effects on resource allocation decisions, we examined the studies in which 
such effects have been observed. Such an examination revealed that at least 
two variables are in need of closer scrutiny. First, a number of studies have 
used decision scenarios in which sunk costs have been confounded with the 
degree of project completion. Second, most studies have included negative 
information about project success as a constant condition. 
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THEORETICAL BACKGROUND 
Degree of Project Completion 


In a number of previous studies (i.e., Arkes & Blumer, 1981; Garland, 
1990; Garland & Newport, 1991) sunk costs are completely confounded with 
project completion. For example, Arkes and Blumer told some subjects that 
they had invested 9 out of 10 million dollars in a project that was 90 percent 
complete and compared the willingness of those subjects to invest the last 
million of their budget with the willingness of other subjects to invest the 
first million, clearly confounding project completion with sunk cost. In later 
replications using the same scenario, Garland (1990) and Garland and New- 
port (1991) continued to confound sunk costs and project completion. 

We recognize that there may be a strong positive correlation between 
sunk costs and project completion in many instances. However, they do 
represent theoretically different concepts that may contribute separately to 
continuing investment behavior. For example, consider an R&D manager 
who is charged with allocating surplus year-end funds to one of two differ- 
ent R&D projects. Project A, estimated to last five years, is now into its third 
year and is about 50 percent completed. The project has cost $12 million to 
date, and seven engineers have devoted about 40 percent of their time to it 
since its inception. Project B, estimated to last nine months, is one month 
from completion (90 percent complete). The project has cost $200,000 to 
date and has involved 25 percent of the effort of two engineers. In this 
example, it is clear that the time, money, and effort sunk in project A are far 
greater than those associated with project B, but project B is considerably 
closer to completion than project A. Which piece or pieces of information in 
the above scenario will the R&D manager focus on in deciding which project 
to allocate resources to? 

In their work on entrapment, Brockner, Shaw, and Rubin argued that 
individual motivation for an investment may shift, changing from an eco- 
nomic one at the outset to some other motive later, as additional resources 
are invested. They saw this phenomenon as "due in part to the presumed 
increased proximity to the goal" (1979: 194). But to what goal are these 
authors referring? Although the original goal may have been profit maximi- 
zation, the new goal may be nothing more than completing whatever project 
has been started. If that is the case, and if the correlation between prior 
expenditures and the likelihood of project completion is positive, then so- 
called sunk cost effects can be explained by goal substitution—task com- 
pletion substituted for making money—in combination with well-known 
psychological processes whereby motivation to achieve a goal increases as 
an individual gets closer to that goal (Katz & Kahn, 1966: 434; Miller, 1944; 
Ryan, 1970: 98). Of course, this explanation does not suggest that project 
completion effects are any more rational than sunk cost effects. 

In a recent review article on escalation effects, Brockner argued that 
"when a given phenomenon can be explained by a variety of theories, it is 
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useful to conduct critical studies in which the competing theories make 
different predictions about the results" (1992: 58). The primary aim in the 
present research was to separate sunk costs and project completion within 
an R&D decision scenario in order to examine their individual and combined 
effects on a decision maker's willingness to invest additional resources in an 
ongoing project. 


Negative Information 


In research studies on escalation (e.g., Conlon & Wolf, 1980; Staw & 
Ross, 1978) and sunk costs (e.g., Garland & Newport, 1991; Northcraft & 
Neale, 1986), decision makers have often received negative information 
about project outcomes. In the escalation paradigm (e.g., Staw & Ross, 1987), 
where there has been no systematic variation of sunk costs, questionable or 
negative outcomes are proposed to be the primary exogenous condition for 
escalation effects. Researchers have seen those outcomes as both a stimulus 
for project reexamination and an underlying cause of decision makers’ 
heightened concern with self-justification. In other words, the same infor- 
mation that triggers consideration of project withdrawal can also increase 
persistence. 

However, several studies have discovered that negative information can 
be associated with a more "rational" withdrawal of investment in a project. 
These responses to negative information are particularly likely to occur 
when that information is endogenous to the project (Staw & Ross, 1978), 
when outcomes fall far short of goals (Kernan & Lord, 1989), or when the 
information is highly diagnostic of poor future returns (Garland, Sandefur, & 
Rogers, 1990). 

Investment in a losing project—for example, continued investment 
when a competitor is producing a superior product— provides dramatic ev- 
idence for the negative consequences of escalation effects; thus, it is not 
surprising that most studies of sunk cost effects have focused on projects that 
are not going well. However, left unaddressed is the equally important, 
though less dramatic, exploratory question of to what degree sunk cost ef- 
fects, project completion effects, or both occur when a project is doing well, 
as in the case of continued investment when a competitor is producing an 
inferior product. We would expect resource allocation to be more likely 
under conditions of product superiority; however, if positive information 
makes for lower self-justification pressures than negative information, there 
may be no sunk cost or project completion effects when information is pos- 
itive. Thus, we recognized the importance of comparing the impacts of neg- 
ative and positive information but made no prediction regarding their con- 
sequences for resouxce allocation. 


Research Overview 


Two experiments were conducted. In the first experiment, we varied 
sunk costs, project completion, and information about a competitor's prod- 
uct. This manipulation of information was designed to determine whether 


1993 Conlon and Garland 405 


sunk cost or project completion effects would occur under experimental 
"conditions" of both negative and positive information. Control conditions, 
in which subjects had information only about sunk costs or only about 
project completion, as well as a condition with no information of either sort, 
were included in the design. Two primary research questions were ad- 
dressed: (1) When sunk costs and the degree of project completion are sep-- 
arated, what are the independent and combined effects of each on decisions 
to continue investment in an ongoing project? and (2) How, if at all, does the 
presence of negative or positive information about a competitor's product 
influence sunk cost and project completion effects? 


EXPERIMENT ONE 
Methods 


Subjects and research design. Business administration students (N — 
582) from three universities in the northeastern and midwestern United 
States participated in the study. There were 32 experimental conditions in 
the study, reflecting four levels each of the sunk cost and project completion 
variables, and two levels of competitor information. Cell frequencies for the 
experimental conditions ranged from 15 to 20. 

At the beginning of a scheduled class, the instructor informed the stu- 
dents that they would be “role-playing” a business decision and gave them 
a written decision scenario modified from previous research on sunk costs 
(e.g., Arkes & Blumer, 1985; Garland & Newport, 1991). In the scenario, the 
president of Polymer Corporation has 10 million dollars budgeted for a sonar 
scrambling material for submarines. 

Independent variables. When subjects had specific information about 
sunk costs, they were told that either 1 million, 5 million, or 9 million 
dollars of the 10 million dollars budgeted for the project had been spent. The 
remaining subjects were simply told that they had 10 million dollars bud- 
geted for the project, but no reference was made to how much money had 
been spent. 

The project completion manipulation immediately followed the sunk 
cost manipulation. Subjects receiving specific information regarding project 
completion were told that the engineering department had informed the 
president that the project was 10, 50, or 90 percent complete. The remaining 
scenarios contained no information about project completion. 

The manipulation of competitor's performance immediately followed 
the project completion manipulation. Subjects in the superior competitor 
condition were told that they had just discovered that a competitor was 
producing a product that was less expensive and easier to bond underwater 
than their product. Subjects in the inferior competitor condition were told 
that they had just discovered that a competitor was producing a product that 
was more expensive and more difficult to bond underwater than their prod- 
uct. 

Dependent variables. Upon receiving the information about sunk costs, 
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project completion, and competing products, subjects answered three ques- 
tions. They indicated the probability (from 0 to 100 percent) that they would 
authorize the expenditure of the next million dollars remaining in the bud- 
get toward completion of the project (X = 65.37, s.d. = 25.74). Next, subjects 
indicated the probability (from 0 to 100 percent) that they would allocate all 
the money remaining in the budget to complete the project,.a measure that 
was, of course, confounded with sunk costs (X = 49.25, s.d. = 28.17). Fi- 
nally, subjects were asked to indicate the extent to which they believed that 
their competitor represented a threat to the success of the company's project 
on a scale ranging from 0 to 100, with 0 representing “no threat at all” and 
100 representing “a very big threat" (X = 61.66, s.d. = 24.32). 


Results 


Because all three dependent measures were correlated (p « .01), we 
performed a four-by-four-by-two multivariate analysis of variance 
(MANOVA) before examining any of the univariate effects described below. 
This analysis revealed multivariate main effects, all at p « .001, for sunk 
costs (F — 11.13), project completion (F — 3.43), and competitor perfor- 
mance (F — 93.15). There were no significant interactions. 

Sunk costs and project completion effects. Table 1 shows the mean 
reported likelihood of allocating the next 1 million dollars, our primary 
dependent variable, for all combinations of sunk costs and project comple- 
tion, with results collapsed across competitor's performance, which did not 
interact with either of the other manipulations. The univariate F-tests on this 
measure revealed that project completion had a significant effect (F4. 559 = 
7.35, p < .001) but that sunk costs did not (F4 559 = 1.58, p < .19). As the 
table shows, subjects' willingness to allocate the next million dollars to the 
project increased as project completion increased. Newman-Keuls compar- 
isons of means revealed that subjects with the information that the project 
was 90 percent complete were significantly more likely than all others to 
allocate the next million dollars. 

Both sunk costs (F4, 559 = 20.48, p < .001) and project completion 
(F4, 550 = 3.94, p < .01) had significant main effects on subjects’ willingness 


TABLE 1 
Mean Reported Likelihood of Allocating the Next Million Dollars, 
Experiment One 
Degree of Project Completion 

Sunk Costs No Information 10 Percent 50 Percent 90 Percent Marginal Means 
No information 59.77 83.33 65.78 73.00 65.54 
1 million dollars 64.32 56.97 59.84 66.11 61.92 
5 million dollars 69.11 58.16 70.62 76.00 68.45 
9 million dollars 66.49 60.69 59.82 74.57 65.40 


Marginal means 85.05 59.77 64.21 72.39 
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to allocate all the money remaining in the budget to complete the project. 
Newman-Keuls comparisons indicated that subjects who had spent $9 mil- 
lion, and thus had the least money left, were more willing to allocate all their 
remaining money (X — 60.14) than those with no information about sunk 
costs (X — 51.89) or those who had spent $5 million (X — 47.49). Subjects 
who had only spent $1 million were the least likely to allocate all the money 
remaining in the budget (X — 38.94). Newman-Keuls comparisons across 
project completion conditions indicated that subjects whose projects were 
90 percent complete were more willing to allocate all remaining funds (x — 
54.62) than those whose projects were 10 percent complete (X = 44.58). 
Subjects whose projects were 50 percent complete (X = 49.54) and those 
who had no information about project completion (X = 48.22) were not 
significantly different from one another or from either of the more extreme 
conditions. 

Finally, although sunk costs had no significant effect on beliefs that the 
competitor's product was a threat (F4 sso = 1.13, p < .34), project comple- 
tion affected that variable (F; 555 = 5.06, p < .002). Subjects whose projects 
were only 10 percent complete were the most likely to report that the com- 
petitor's product was threatening (x — 67.43) (x's — 60.55, 57.60, and 61.08 
for the 50 percent, 90 percent, and no information conditions, respectively). 

Competitor's performance effects. As mentioned above, there were no 
significant multivariate interactions between information about a competi- 
tor's product and either sunk costs or project completion. Univariate F-tests 
for the multivariate main effect of competitor's performance indicated that 
subjects told that the competitor's product was inferior were more willing to 
allocate the next million dollars in their budgets (X = 77.13 vs. 53.71, Fy, sso 
— 156.11, p « .001), more willing to allocate all the remaining money (X — 
60.10 vs. 38.53, F4 550 = 107.36, p < .001), and believed the competitor was 
less of a threat (x = 49.35 vs. 73.79, F4, sso = 193.86, p < .001). 


EXPERIMENT TWO 
Overview 


We designed the second experiment with two purposes in mind. First, 
we attempted to replicate the findings of experiment one. In designing this 
replication, we returned to the original scenario developed by Arkes and 
Blumer (1985) and modified by Garland and Newport (1991) to rule out the 
possibility that our nominal changes in this scenario might have been re- 
sponsible for our inability to discover a sunk cost effect in experiment one. 
Following those and other previous studies, all scenarios for this experiment 
contained negative information about a competitor's marketing a superior 
product. 

` In addition to manipulating both sunk cost and project completion in- 
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formation, we manipulated two other variables.’ One variable concerns an 
additional confound from our sunk cost manipulation in experiment one. 
Because all subjects were told that they had a 10 million dollar budget, sunk 
costs was confounded with the amount of money remaining in the budget. 
For example, subjects who were told they had spent 5 million dollars had 
only 5 million dollars remaining, and those who were told they had spent 1 
million dollars had 9 million dollars. Thus, we cannot rule out the possi- 
bility that either the amount of money they had expended or the amount of 
money that remained influenced subjects' responses in experiment one. To 
address this concern, we manipulated whether or not scenarios mentioned a 
budget. When a budget was mentioned, its size was varied so that an iden- 
tical amount of money remained in both sunk costs conditions. 

Our final manipulation involved responsibility for the initial invest- 
ment. Previous studies that have examined the impact of sunk costs have all 
attributed a high degree of personal responsibility to subjects. Thus, we 
varied whether or not subjects were responsible for the initial investment of 
money in the project. 


Methods 


Subjects and research design. Business administration students (N — 
226) from a northeastern university participated in the study. The experi- 
ment had a two-by-two-by-two-by-two between-subjects factorial design re- 
flecting two levels of each of the following: sunk costs (1 million or 9 million 
dollars), project completion (10 percent or 90 percent), knowledge regarding 
the budget (known or unknown), and responsibility for the initial invest- 
ment decision (low or high). Cell frequencies ranged from 10 to 17. 

As in experiment one, at the beginning of a scheduled class, the instruc- 
tor informed the students that they would be role-playing a business deci- 
sion. They were asked to read their scenarios carefully and respond to the 
questions as if they were really experiencing the decision situation. 

Independent variables. Subjects in the high responsibility condition 
were told that they had made the initial decision to invest the 1 or 9 million 
dollars in the project. Subjects in the low responsibility condition were told 
that they had just been hired as a consultant by the company and that the 
company president had already invested the initial funds. 

Sunk costs and knowledge of the budget were manipulated as follows: 
When the total budget was unknown, subjects in the low-sunk-costs condi- 
tion were simply told that they had spent 1 million dollars, and those in the 
high-sunk-costs condition were told they had spent 9 million; the scenario 
made no mention of budgets. When the total budget was known, subjects in 
the low- and high-sunk-costs conditions were respectively told that they had 


* Qur thanks to the anonymous reviewers for this Journal who suggested the two additional 
variables. 
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spent 1 million of a 10 million dollar budget and 9 million of an 18 million 
dollar budget. This manipulation allowed the amount of money remaining 
in the budget to be constant —9 million always remained — when subjects 
knew their budgets. 

Project completion was varied as follows: subjects were told that the 
engineering department had informed them that the project was either 10 
percent or 90 percent complete. 

Dependent variables. Following each scenario, subjects were asked to 
indicate, on a scale from 1 to 100 percent, (1) the likelihood of their autho- 
rizing the next $1 million to continue with the project (X — 49.35, s.d. — 
26.10), (2) the likelihood of their authorizing all remaining funds to continue 
with the project (x = 35.47, s.d. = 24.31), and (3) their rating of how much 
of a threat the competitor was to the success of their project (X — 72.00, s.d. 
= 18.37). 


Results 


Once again, all three dependent measures were correlated (p « .01). 
Thus, we performed a two-by-two-by-two-by-two MANOVA before examin- 
ing any univariate effects. Data from one subject who neglected to answer 
one question were not included in the MANOVA or the follow-up tests. Only 
the main effect for project completion was significant (F = 10.16, p < .001); 
there were no other significant multivariate main effects or interactions. 

Table 2 presents the means for the variable representing allocation of the 
next 1 million dollars for all combinations of sunk costs and project com- 
pletion, collapsed across the other two manipulations. As in experiment 
one, there is no evidence for sunk costs affecting this measure, but there is 
a project completion effect (F4, 259 = 30.29, p < .001): Subjects whose pro- 
jects were 90 percent complete were more likely to allocate the next 1 mil- 
lion dollars (X — 58.42) than were subjects whose projects were 10 percent 
complete (x = 39.53). 

As in experiment one, a high degree of project completion led to greater 
willingness to allocate all remaining funds than did low project completion 
(X's = 41.15 and 29.56, F, 29g = 13.38, p < .001). The project completion 
effect on perceptions of the competitor found in experiment one, in which 
high project completion lowered belief that the competition was threatening, 
was not as strong in experiment two. Although the pattern of means for this 


TABLE 2 
Mean Reported Likelihood of Allocating the Next Million Dollars, 
Experiment Two 
Degree of Project Completion 
Sunk Costs 10 Percent 90 Percent 


1 million dollars 40.38 58.83 
9 million dollars 38.73 58.03 
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measure was consistent with the results of our first study, the difference was 
not significant (x's = 70.55 and 73.64, F4, 209 = 1.34, p < .25). 


DISCUSSION 


Our two primary questions concerned (1) the implications of separating 
sunk cost and project completion information, and (2) the effects of positive 
and negative information about a competitor's product on sunk cost and 
project completion behavior. Only experiment one addressed the latter ques- 
tion, but the results were quite clear: Although there was a main effect —a 
greater likelihood of resource allocation when the competitor's product was 
inferior—the competitor performance variable did not interact with either 
the sunk costs or project completion variable. Thus, it seems that knowledge 
of negative outcomes, in the form of information about a competitor, at least, 
is not an important prerequisite for escalation effects. 

The answer to the first question we posed in the introduction required 
a second study. Previous research has frequently confounded sunk costs 
with project completion. Our studies sought to separate those variables. The 
results are very consistent, suggesting that information about project com- 
pletion influences resource allocation intentions to a far greater extent than 
does information about sunk costs. In both of our studies, subjects with 
larger sunk costs did not report a higher likelihood of allocating the next 
million dollars of the budget to the previously chosen course of action. In 
fact, when we held the amount of money remaining in the budget constant 
across conditions in experiment two, we no longer found a sunk cost effect 
on any of our dependent measures. 

Certainly, a stronger case can be made for the influence of project com- 
pletion information on subsequent resource allocation. Regardless of sunk 
costs, subjects whose projects were 90 percent complete were the most likely 
to allocate both fixed sums and all remaining budget money for a project. 
Moreover, this pattern emerged whether personal responsibility for the ini- 
tial investment decision was low or high and whether competing products 
were superior or inferior. This finding is entirely consistent with psycho- 
logical research suggesting that closure, or task completion, is in and of itself 
a potent influence on behavior (e.g., Katz & Kahn, 1966). 

It is tempting to speculate that what has often been labeled a sunk cost 
effect might actually be a goal substitution effect, whereby project comple- 
tion becomes a new goal, replacing profit maximization, and the desire to 
complete a project increases as its completion nears. However, we would 
certainly not argue that there are never sunk cost effects. Compelling anec- 
dotal and case study evidence from everyday life quite reasonably demon- 
strate the effect of such costs (cf. Ross & Staw, 1986). However, we can 
interpret some of the findings from past studies (e.g., Garland, 1990) as 
indicating project completion effects. In addition, it may be that decision 
makers' beliefs that as they allocate more resources, they are getting closer to 
the goal mediate sunk cost effects. For example, in their discussion of esca- 
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lation of commitment at the Vancouver Exposition in 1986, Ross and Staw 
(1986) mentioned that some of the construction projects for which ground 
had not yet been broken were scuttled because it was clear that they could 
not be completed in time for the opening. Such behavior is consistent with 
what we would expect under conditions of low project completion. : 

In experiment one, subjects whose projects were 90 percent complete 
saw their competitors as less of a threat than did subjects whose projects 
were 10 percent complete. This effect was not significant in experiment two. 
Thus, further research appears to be needed to discover whether degree of 
project completion influences perceptions of competitive threat. Consistent 
replication of the finding from our first study would suggest that decision 
makers' enthusiasm about their own progress may blur or interfere with a 
critical analysis of the competition. In such a case, we might want to extend 
Staw and Ross's (1987) call for a bifurcated decision process, in which the 
decision makers at the time of the second resource allocation would not be 
the same individuals who made the initial investment decision. Those who 
are most affected. by the excitement of project completion should not have 
undue influence or control over either subsequent resource allocation deci- 
sions or subsequent production and marketing decisions. 

In light of the consistency of the results, further exploration of the con- 
sequences of project completion information on decisions in organizations 
seems warranted. For example, researchers might investigate how project 
completion information affects the degree to which decision makers con- 
sider alternative uses of funds (so-called "opportunity costs") that might 
lead to more economically sound decisions. For example, it may be that 
decision makers consider opportunity costs more carefully and are more 
likely to shift funds to a new project when project completion is low. When : 
project completion is high, however, opportunity costs may receive less 
consideration. 

Finally, we wish to stress that our studies were designed as part of an 
initial investigation to determine whether the separation of sunk costs and 
project completion enhanced understanding of resource allocation behavior. 
To maintain comparability with previous experiments that have claimed to 
demonstrate strong sunk cost effects (Arkes & Blumer, 1985; Garland, 1990; 
Garland & Newport, 1991), we chose to duplicate the very simple and rather 
sterile procedures used in those studies. As Brockner (1992) noted, such a 
method may not be a good context in which to study resource allocation, as 
the level of subjects' ego involvement is likely to be low. The method used 
may explain why our manipulation of responsibility for the initial invest- 
ment had no effect in experiment two. Our experimental scenario probably 
did not produce a strong level of involvement or responsibility in either case. 
To argue that our manipulation produced strongly different needs for self- 
justification would be inappropriate, as low needs for self-justification prob- 
ably existed in both conditions. It seems apparent that the next step in this 
research paradigm needs to be the replication of these studies and findings 
with practicing managers. 
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It is also important to point out that some of our combinations of sunk 
costs and project completion could be seen as quite extreme. À project that 
had used 10 percent of its budget yet was 90 percent complete might suggest 
that the company's budget forecasting department was producing inaccurate 
information. Similarly, a project that had consumed 90 percent of its budget 
yet was only 10 percent complete might suggest woeful mismanagement. 
Wouldn't such a project have been investigated or terminated long ago? We 
included those comparisons to allow a strong test of the independent and 
joint effects of high and low sunk costs and high and low project completion. 
Future studies might minimize the discrepancies between these two sources 
of information in order to examine resource allocation behavior under less 
exaggerated circumstances. 

We close by reiterating some practical advice for managerial decision 
makers offered by Staw and Ross (1987). The institutionalization of specific 
policies requiring an exploration of alternate uses of funds, a process similar 
to the assignment of a devil's advocate in a decision-making group, may 
minimize project completion effects. Alternatively, making decision makers 
aware of phaseout or withdrawal costs, including the salvage value of pre- 
viously purchased assets, at various stages of project completion might re- 
duce the tendency toward reallocation. If a firm could force its managers to 
be vigilant and ignore the temptations inherent in project completion and 
sunk costs information during the reevaluation of projects, higher quality 
decisions might be made. 
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Aspects of corporate image, or the image associated with the name of an 
organization, and recruitment image—the image associated with its 
recruitment message— were studied. Data collected from five student 
groups indicate that the image of an organization is related to the in- 
formation available about it. Additional results are that different exter- 
nal groups only moderately agree on ratings of corporate image, poten- 
tial applicants have different corporate and recruitment images of the 
same organizations, and corporate image and recruitment image are 
significant predictors of initial decisions about pursuing contact with 
organizations. 


The job choice process can be characterized as a series of decisions 
made by an applicant as to which jobs and organizations to pursue for 
possible employment. Following Schwab, Rynes, and Aldag’s (1987) model, 
we excluded labor force participation decisions and career decisions from 
this process. Instead, we considered the job choice process to begin with an 
individual’s evaluation of information obtained from recruitment sources, 
including printed advertisements, media messages, and friends. Logically, 
the individual uses the information obtained from a recruitment source to 
decide whether or not to pursue possible employment with an organization. 
These decisions are the initial ones in the individual’s job search process 
and affect all subsequent decision alternatives and the outcomes of the 
search process. 

However, almost all studies of the job choice process have focused on 
decisions made after the initial decisions (Rynes, 1991); therefore, little is 
known about variables that influence those initial decisions. Herriot and 
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Rothwell (1981), in the only study we found that explicitly examined re- 
cruitment sources and initial decisions, concluded that recruitment bro- 
chures did influence potential applicants’ intentions to apply to organiza- 
tions. They could.not, however, determine specific characteristics of the 
brochures that were related to those intentions. 

Rynes (1991) suggested that, given the small amount of information 
applicants have early in the job choice process, initial application decisions 
are heavily based on general impressions of organizational attractiveness. 
She labeled those general impressions “organizational image" and stated 
that “one useful direction of future research would be to determine the major 
components of organizational image, and whether any of them can be cost- 
effectively modified or communicated to improve applicant attraction” 
(Rynes, 1991: 435—36). Fombrun and Shanley (1990) also indicated that 
image is a major component of early job choice decisions. 

A search of the literature yielded only one empirical study that exam- 
ined organizational image and applicant responses. Belt and Paolillo (1982) 
determined the favorableness of the image of each of 20 fast-food establish- 
ments and selected one very highly rated and one very poorly rated restau- 
rant. Recruitment advertisements were written that manipulated the names 
of the two organizations and a second variable, the specificity of required 
applicant qualifications. In this study's results, image was a main effect: 
applicant response to the organization with the better image was signifi- 
cantly higher. 

Fombrun and Shanley (1990) reported an important study of corporate 
reputation, which we view as another term for image, but did not directly 
address the job choice process. The study's purpose was to identify the 
components of reputation. The authors' measures of reputation were the 
ratings gathered by Fortune in its 1985 survey of corporate executives. Data 
gathered from 292 firms supported Fombrun and Shanley's hypotheses that 
reputations are based on a firm's position relative to competitors. Specifi- 
cally, the most important variables were “market and accounting signals 
indicating economic performance, institutional signals indicating conform- 
ity to social norms, and strategy signals indicating strategic postures" 
(Fombrun & Shanley, 1990: 233). 


RESEARCH QUESTIONS 


There is some preliminary evidence, therefore, that the image of an 
organization affects the initial job choice decisions of potential applicants. 
What is not understood, however, is how image affects those decisions, or 
what constitutes the components of image. To better understand the role of 
image in initial job choice decisions, we addressed four research questions. 
The first was, Is general corporate image consistent across various external 
groups, or does image vary according to a group's relationship to an organ- 
ization? 

This research question is directly related to one Fombrun and Shanley 
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(1990) posed as to whether different groups held different corporate images. 
By corporate image we mean the construct studied by Fombrun and Shanley 
(1990) and Belt and Paolillo (1982) —the image associated with the name of 
an organization. Our interest was in the consistency of the image perceptions 
of potential applicants and executives who were similar to those in Fombrun 
and Shanley's study. Consistent perceptions would suggest that image is a 
universal construct. Inconsistent perceptions would suggest that image is 
associated with different correlates for different groups. 

The second research question addressed was, Do potential applicants 
hold a corporate image that is different from the general corporate image? 
Whether or not applicants hold the same general corporate image as others, 
they may develop a specific recruitment image of a firm. We assumed that 
potential applicants use the information presented in the recruitment mes- 
sages of firms in making their initial decisions to pursue employment or not. 
This information specifically addresses employment topics and need not be 
correlated with the economic, marketing, and social variables Fombrun and 
Shanley (1990) found to be related to corporate image. 

Our third research question was, If potential applicants hold a specific 
recruitment image, what are the dimensions and correlates of this image? 
This question reflects Rynes's (1991) statement of the importance of deter- 
mining the major components of image and of assessing if any of those 
components can be modified in a cost-effective manner to increase applicant 
response rate. The recruitment image of a firm applicants hold may be 
largely a function of the recruitment message with which they are presented. 
If that is the case, a firm could easily change the characteristics of its re- 
cruitment message to affect response rate. Another possibility is that the 
recruitment image is a function of potential applicants' previous knowledge 
of or contact with a firm as well as of the recruitment message. If that is true, 
modification of the components of image would be more complex, time- 
consuming, and costly. 

Finally, we asked, If general corporate image and recruitment image 
differ, are both related to applicants' intentions to pursue further contact 
with an organization? This question focuses on the importance of both con- 
cepts of image— corporate and recruitment—in the initial decisions made 
by potential applicants. We could logically argue that recruitment image is 
strongly correlated with an applicant's decision to pursue employment with 
a company. The relationship of the general corporate image to the pursue— 
not-pursue decision is less clear. 


METHODS 
Overview 
Data collection involved four sets of measures, five groups of respon- 
dents, and two groups of organizations. Table 1 summarizes information on 
data collection. The four types of measures included (1) three forms of cor- 
porate image, used to test agreement among various external groups in per- 
ceptions of image and also to measure relationships among corporate and 
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TABLE 1 
Summary of Measures, Organizations, and Respondents Used in 
Data Collection 

Measures Organizations ' Respondents" 
General corporate image 

Reputation ratings, Fortune’. Fortune 

Applicant reputation ratings, Fortune Fortune Group one 

Overall corporate image i Fortune Group one 

CPC Annual Group two 

Recruitment image 

Overall recruitment image CPC Annual Group three 

Similarity of recruitment image CPC Annual Group three 
Correlates of image 

Familiarity with companies CPC Annual Group two 

CPC Annual Group four 
Economic performance, marketing, 
social benefit? Fortune 

Dependent measures 

Probability of responding, names CPC Annual Group four 

Probability of responding, advertisement CPC Annual Group five 


“Groups one—five contained 88, 177, 62, 77, and 68 individuals, respectively. 

> Data came from the 1990 Fortune 500 survey. 

° Data came from COMPUSTAT, O'Neill Datagraphs, the Taft Foundation Reporter, the 
Directory of Corporate Philanthropy, and various business periodicals. These are the same 
sources Fombrum and Shanley (1990) used. 


recruitment images; (2) one form of recruitment image, used to test agree- 
ment between corporate and recruitment images of organizations; (3) two 
sets of correlates of image to assist in understanding the basis for perceptions 
of image; and (4) two forms of the probability of responding (continuing the 
application process), which were the dependent measures of the study and 
were correlated with various image measures. The five groups of respon- 
dents were juniors and seniors at the University of Georgia. Essentially, the 
juniors provided information about image of the organization, and the se- 
niors, all of whom were in the job search process, supplied information 
about the probability of continuing the application process. A sample of 26 
Fortune 500 companies and another sample of 13 firms that placed recruit- 
ment advertisements in the College Placement Council Annual were used. 
The former allowed for testing agreement in perceptions of corporate image 
among external groups. The latter, because of the recruitment adv=rtise- 
ments, allowed for examining the relationships among corporate imaze, re- 
cruitment image, and probability of continuing the application process. 


Organizations 
Fortune 500 organizations. Corporate reputation ratings were ob-ained 


for a group of Fortune 500 companies selected from the ninth annual Fortune 
magazine Corporete Reputation Survey, published in 1990. Fombrun and 
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Shanley (1990) used the 1985 edition of the survey for their study. We 
selected every 12th company for study, obtaining a total of 26 companies for 
inclusion in this study. 

College Placement Council (CPC) Annual organizations. We also used 
13 companies advertising in the 33rd annual edition of the College Place- 
ment Council Annual, published in 1990, for the study. This publication is 
geared toward recruiting graduating college students. We chose companies 
whose advertisements in the CPC Annual identified similar jobs requiring 
educational backgrounds that matched those of the respondents for this 
study. i 


Measures 


General corporate image. Measures of general corporate image included 
the following: Reputation ratings, Fortune 500, were the ratings for each of 
the studied organizations listed in the 1990 Fortune survey. To obtain ap- 
plicant reputation ratings, Fortune 500, we asked the students to first indi- 
cate their familiarity with each of the 26 Fortune 500 organizations and then 
asked students familiar with a company to rate it on the same eight attributes 
used in the Fortune study. For overall corporate image, respondents indi- 
cated familiarity with a list of company names that included both companies 
from the Fortune 500 organizations and the CPC Annual organizations; stu- 
dents indicating familiarity with a company then rated the image of that 
company on a five-point scale. 

Recruitment image. Overall recruitment image was a five-point rating of 
the image of each CPC Annual organization respondents made after review- 
ing recruitment advertisements for each company. For similarity of recruit- 
ment image, respondents indicated how similar their responses to pairs of 
recruitment advertisements from the CPC Annual would be. 

Correlates of image. To provide information for interpreting the image 
measures, we gathered the following data thought to be correlated with 
various image measures: For familiarity with companies, respondents indi- 
cated whether or not they were familiar with each company in the CPC 
Annual organizations and indicated how familiar they were with a company 
by responding to a set of six questions; examples are Have you ever worked 
for [company name]?" and “Have you ever studied about [company name] in 
any of your classes?" Economic performance, marketing, and social benefit 
indicators were the correlates of the reputation ratings of Fortune 500 organ- 
izations used by Fombrun and Shanley (1990), such as total sales, advertis- 
ing intensity, and charitable contributions. 

Dependent measures. We gathered data for two forms of the dependent 
measure, the probability of students' responding to a company's recruitment 
efforts. For probability of responding, advertisement, respondents reviewed 
actual recruitment advertisements for the CPC Annual organizations; for 
probability of responding, names, they reviewed a list of names of compa- 
nies from the CPC Annual. For both forms, respondents indicated the prob- 
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ability of their responding by writing the exact probability estimate, which 
could vary from .00 for no probability to 1.00 for 100 percent probability. 


Respondents 


Five groups of respondents were used to eliminate same-source bias in 
the subsequent correlational analyses. In only two of the sets of correlations 
reported in the Results section was the information about the variables ob- 
tained from the same group of respondents. This process eliminated spuri- 
ous correlations due to source so that results could be appropriately gener- 
alized. Table 1 includes information on the data provided by each group. 
Each group consisted of from 62 to 177 college students in general business 
courses required of all business majors at the University of Georgia. 


RESULTS 


The first three analyses used only data about the Fortune 500 firms and 
addressed the first research question of whether general corporate image is 
consistent across various external groups. The first analysis involved corre- 
lating, for the 26 Fortune 500 firms, the reputation ratings reported in the 
1990 Fortune survey with the applicant reputation ratings, Fortune 500. This 
correlation was nonsignificant (r — .25), indicating that the two groups, 
executives and potential job applicants, did not agree in their overall cor- 
porate image ratings. 

Fombrun and Shanley (1990) found that the Fortune reputation ratings 
correlated significantly with several market and accounting performance 
measures. In our second analysis, we correlated the applicant reputation 
ratings, Fortune 500, with the 11 measures from Fombrun and Shanley's 
study. None of these correlations were significant; their range was from — 29 
to .32, indicating that the applicant reputation ratings were not related to 
these market and accounting performance signals. 

The third analysis examined the overall corporate image ratings respon- 
dents provided for the Fortune 500 firms. This measure was correlated sig- 
nificantly with the Fortune reputation ratings (r = .39, p < .01) but not with 
any of the Fombrun and Shanley performance indicators. 

The remaining analyses used only data that we had gathered about the 
CPC Annual organizations. Table 2 presents descriptive statistics for all the 
variables in the analyses related to those firms. The reported correlations are 
based on averages calculated across all responses for a given variable and 
organization. 

To learn about variables related to overall corporate image ratings, we 
examined the correlations between the variables measuring overall corpo- 
rate image and familiarity with the company. Overall image for the CPC 
Annual organizations was correlated significantly with five of the six vari- 
ables: (1) overall familiarity with the company (r — .95, p « .01), (2) knowing 
someone who works for the company (r = .91, p « .01), (3) using the prod- 
ucts or services of the company (r — .91, p « .01), (4) having studied the 
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TABLE 2- 
Descriptive Statistics and Correlations for CPC Annual Firms 
Variables Means s.d. 1 2 3 4 5 6 7 
1. Total information in 
advertisemant 0.00 1.42 
2. Emphasis on telecommuni- ` 
cations and technology 0.00 “6.86  .01 
3. Information about 
company 0.00 0.71 —.05 .00 
4. Company description 7.00 3.78 —.47 11 .70** 
5. Types of positions 7.00 3.598 —.70** 47 -.07 14 
6. Desirable qualifications 7.00 3.69 —.02  -—.05 30 41 04 
7. Training and development 6.08 3.56 —.39 —.22 38 53 .28 .60* 
8. Benefits 7.00 3.82 -.73** .19 —,09 .32 DAT .01 -18 
9. Response probability, 
advertisement 3.12 0.77  .95** —.01 415 —.21 ~.69**  .22 —.17 
10. Overall recruitment image 3.74 0.65 .96** —.10 —,D7 —.45 — .66" 14 —.18 
11. Response probability, ; 
name 3.17 0.66  .51 .50 .23 28 -.22 , 38 —.08 
12. Overall corporate image 3.44 0.42  .37 .37 31 36-11 49 32 
13. Are you familiar with X? 0.51 0.38  .07 24 EI .38 18 Dis — 43. 
14. Know someone who works 
for X? 0.07 0.10 .38 .33 45 45 —.26 37 19 
15. Ever worked for X? 0.01 0.00  .83** .48 -.11 —.41 —.28 —.06 — 46 
16. Used products or services? 0.24 0.31 .32 21 51 45 —.12 51 40 
17. Ever studied X in a class? 0.06 0.08 .35 22 48 51 —.24 .48 A0 
18. Frequency of contact 
with X 1.84 0.94 .28 25 85 BH —.08 .53 42 
19. Overall familiarity with X 0.00 0.86  .43 EN 43 .36 —.16 .47 27 
20. Attribute average rank 6.82 2.49 —.68** 18 36 42^ -H3* 61" 70** 
*p«.05 
** p « DI 


company in class (r — .90, p « .01), and (5) frequency of contact with 
company advertisements (r — .88, p « .01). We concluded that the overall 
corporate image ratings made by potential applicants, although moderately 
related to the image ratings made by executives, were most strongly related 
to the potential applicants’ amoünt of exposure to a company. Overall cor- 
porate image was the measure used in subsequent analyses involving ques- 
tions about the general image of organizations. 

The second research question asked if, for potential applicants, the over- 
all corporate image and the recruitment image of an organization were the 
same. We collected these measures for the 13 firms with advertisements in 
the CPC Annual. Overall corporate image ratings were provided by respon- 
dents with exposure to only the names of the organizations. Overall recruit- 
ment image ratings were provided by another group of respondents after 
they had been exposed to the organizations' advertisements in the CPC An- 
nual. This correlation was nonsignificant, indicating that the two images 
may be independent. 

The third research question concerned the dimensions and correlates of 
overall recruitment image. Two analyses were conducted. In the first, we 
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TABLE 2 (continued) 


8 8 10 11 12 13 14 15 18 17 18 18 
-.3** 
—.72** EI 
—.15 .66* 51 
—.06 .57* .44 .go** 
.09 27 24 .85* Dirr 
—.18 .59* 39 .g1** — .g1** .59* 
—.48 .28**  .78** .72** Bä .30 A8 
—.18 .57* 42 B0*t* D" .83** — .87** 45 
~.14 .58* 42 .82** ` .go** 2197  .89** 41 .93** 
—.08 53 37 .81** — .gg** .81** Dänn A8 .98** ,95** 
—.18 .64* 51 .89** = .95** .82** mr  .59* 97** — .04** . .96* 
.05*  —.48 —.b7*  .05 28 49 17 —.50 31 .30 37 22 


correlated overall recruitment image with the six items measuring familiar- 
ity with the company. Only one item, having worked for the company, was 
significantly related to overall recruitment image (r = .78, p < .01). This was 
the one item of the six that was not correlated with overall corporate image. 

The second analysis involved multidimensional scaling (MDS),! (Hair, 
Anderson, & Tatham, 1987). The input data for this analysis were the paired- 
comparison ratings for similarity of recruitment image. Solutions ranging 
from one to three dimensions were obtained. We used two fit indexes, 
Kruskal's stress formula 1 and R? of data by distances, to assess fit.” On the 


1 Multidimensional scaling (MDS) is a method that allows researchers to study relations 
among objects when the underlying dimensions on which those objects vary are unknown. 
Starting with pairwise judgments about the perceived similarities, or dissimilarities, among all 
possible pairs of objects in the set, MDS programs construct plots that best reflect the variability 
present in those judgments. Objects that are perceived as most similar to one another should 
appear closest together in an obtained space. This method involves the use of multiple solu- 
tions, each with a different number of dimensions, to determine which configuration best 
characterizes the initial judgments of similarity among pairs of objects. The MDS configurations 
obtained may reflect quantitative and qualitative aspects of the objects. 

2 The data were analyzed using the classic nonmetric multidimensional scaling method 
available in the ALSCAL program (SPSS, Inc., 1986). The program provides two goodness of fit 

(continued) 
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basis of these two, indicants, we judged the three-dimension model to be 
appropriate. 

The second part of this analysis was interpretation of the dimensions. 
Two types of information were used for this interpretation. First, we com- 
puted average ranks for each of the 13 advertisements on each of five com- 
mon content topics. The five common topics were descriptions of (1) the 
company, (2) the types of positions for which recruitment was occurring, (3) 
the desirable employee qualifications, (4) the training and career develop- 
ment opportunities, and (5) the benefits offered. Each of us independently 
ranked each advertisement on each content topic, using as a criterion the 
amount of information the advertisement provided in each content area. 
There were no ties in these rankings. The average rank-order correlation was 
.87 for all pairs of raters across the five content areas, and the range was from 
.73 to .98. . 

Second, the advertisements were carefully read and the stimulus plots? 
studied. We also used visual interpretation of the dimensional stimulus 
plots, in relation to the 13 recruitment advertisements, to interpret the di- 
mensions of the MDS analysis. The three dimensions for corporate recruiting 
image were total information in the advertisement, emphasis on telecom- 
munications and technology, and information about company. The first 
dimension was based on the significant correlation (r — .69, p « .01) be- 
tween the rankings of the 13 advertisements on the amount of total infor- 
mation across all content areas and their weights on the first dimension of 
the MDS analysis. None of the correlations between the rankings of the 
organizations on the amount of information in the five content areas and the 
second MDS dimension were significant. Therefore, we named this dimen- 
sion after visual inspection of the advertisements relative to the dimension 
plot. The dimension weights for the second dimension, emphasis on tele- . 
communications-technology, appeared to correspond to the location in the 
advertisement of statements indicating that the organization was prominent 
in the telecommunications industry or a high-technology communications 
field. The advertisements with positive dimension weights presented these 
statements very early in the printed material, usually in the first three sen- 
tences. The advertisements with negative dimension weights either empha- 
sized a single industry not in telecommunications—for instance, the L.A. 


indexes, namely Kruskal’s stress formula 1 and R? of data by distances. One can then plot the 
value of stress against the number of dimensions, much like a scree plot in factor analysis, and 
inspect this plot to aid in the choice of an appropriate number of dimensions to retain. The R? 
index is based on the proportion of variance in the original similarity judgments that can be 
explained by corresponding variability in the distances obtained in a solution of a given number 
of dimensions. As the number of dimensions increases, the value of R? also increases. Technical 
details of the computation of these fit indexes can be found in Young and Lewycky] (1979). 

3 A stimulus plot represents a derived graphical configuration of the advertisements in the 
multiple dimensional space resulting from the MDS analysis. 7 
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Times emphasized journalism, and R. R. Donnelly & Sons, Inc., printing—or 
a diversity of industries: U.S.West noted its involvement in communica- 
tions, data solutions, financial services, and marketing services. 

The third dimension, information about company, reflected the corre- 
lation (r = .70, p < .01) between the rank order of the advertisements on the 
amount of information provided in the content area of the general descrip- 
tion of the company and their weights on the third dimension. 

The final analysis for this research question was correlation of the 
weights of each organization on each of these three recruitment image di- 
mensions with the organizations' mean overall recruitment image ratings. 
These were the averages of the ratings of overall corporate image for each 
advertisement across all respondents. Mean overall recruitment image was 
significantly correlated with only the first dimension, total information in 
the advertisement (r — .96, p « .01). 

The fourth research question focused on the relationships between the 
potential applicants' perceptions of both corporate image and recruitment 
image and their intentions to pursue further contact with an organization. 
Two analyses were conducted to investigate this question. First, we deter- 
mined correlations between each of the image ratings and the dependent 
measures, probability of responding, name, and probability of responding, 
advertisement. Second, we regressed probability of responding, advertise- 
ment, on both image ratings. 

Overall corporate image was significantly correlated with path proba- 
bility of responding, name (r = .90, p < .01), and probability of responding, 
advertisement (r — .57, p « .05). Overall recruitment image rating was sig- 
nificantly correlated with probability of responding, advertisement (r — .94, 
p < .01), but not with probability of responding, name. These correlations 
indicate that both images are related to response probability and that cor- 
porate image may have a carryover effect on response probability even after 
people are exposed to recruitment advertisements. 

We regressed probability of responding, advertisement, on both the gen- 
eral corporate and the overall recruitment images to further address the issue 
of that carryover relationship. Overall corporate image explains 32.3 percent 
of the variance in the probability of responding, advertisement, variable. 
However, overall recruitment image explains an additional 59.7 percent of 
this variance. Together, the two image variables almost fully explein the 
total variance (R? — .92). 


DISCUSSION 


Our findings contribute to the understanding of initial job choice deci- 
sions. First, there is empirical support for Rynes's (1991) suggestion that 
image is highly related to potential job applicants' intentions to pursue fur- 
ther contact with a firm. Perceptions of both overall corporate image and 
recruitment image were significantly correlated with those intentions, the 
latter more strongly than the former. 
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Second, we have some information about what constitutes image. It 
appears that the perception of image is a function of the information that is 
available to an individual at a given time. Overall corporate image was 
positively related to potential applicants' personal interaction with a com- 
pany in the form of exposure to advertisements, use of products or services, 
studying the organization in class, and so forth. Recruitment image was 
strongly related to the amount of information presented in the recruitment 
advertisement of an organization and to applicants' having worked for the 
organization. 

A major point of interest is that these findings indicate that mere expo- 
sure to information is central to an individual's perception of image. This 
idea is antithetical to the assumption that people will use the information 
presented in a company's recruitment advertisement to analyze the match 
between their employment interests and the firm's characteristics. If our 
respondents had carried out such matching activity, the pattern of correla- 
tions we found would have been different. We would expect some respon- 
dents to have used the additional information in the advertisement to decide 
that the match between their interests and the characteristics of an organ- 
ization was not good. We would also assume that those respondents would, 
as a result of this low match, indicate a low probability of pursuing further 
contact. Therefore, the correlations among amount of information in an ad- 
vertisement, recruitment image, and probability of pursuit would be lower 
than those found in this study. 

However, the magnitudes of the correlations among those variables 
clearly indicate that exposure to a greater amount of information enhances 
image and is also positively correlated with intentions of pursuing employ- 
ment. Other work has identified a similar positive function of exposure to 
information. Rynes and Miller (1983) manipulated the amount of informa- 
tion provided by a recruiter to applicants about specific job characteristics, 
including salary, career paths, geographical assignment, and fringe benefits. 
The actual attractiveness of the job features was held constant across exper- 
imental “conditions.” Increased information positively affected several vari- 
ables, including an applicant's perception of the attractiveness of an organ- 
ization and willingness to follow up on an interview. Similarly, Zajonc 
(1968) found that repeated exposure to an object resulted in an increase in 
the positive evaluation of the object. This effect occurred even when subjects 
were not instructed to evaluate the objects to which they were exposed. The 
enhancement occurred with stimuli that were initially viewed as neutral or 
positive. Judd and Brauer (in press) reviewed studies of the mere exposure 
effect and presented a theory describing increased positive evaluation of an 
object as a result of increased exposure. They even concluded that repeated 
exposure to an initially disliked object can result in slightly more positive 
evaluations because of the mere exposure effect. 

Perhaps the positive relationship between the length of an advertise- 
ment and image and intention is also partially a function of the type of 
information that is presented. All the advertisements consisted of positive 


1993 Gatewood, Gowan, and-Lautenschlager 425 


descriptions of the characteristics of the firms. Therefore, more information 
meant more positive information, especially in the content areas of descrip- 
tion of a company, benefits, and career development. The only statements 
we considered potentially restrictive to applicants concerned specific degree 
and course requirements, information contained in the content area of ap- 
plicant qualifications. However, in our judgment, nearly all our respondents 
would have met the stated requirements as a consequence of obtaining bach- 
elor of business administration degrees. 

The results of this study lead to tentative statements regarding Rynes's 
(1991) question as to whether organizations can cost-effectively manipulate 
elements of image. Potential applicants appear to react positively to long 
recruitment messages that can be considered to be attractive statements 
about organizations. Recruitment advertisements can easily be manipulated. 
The cost-benefit advantages depend on the additional number and quality of 
applicants attracted by such advertisements. This conclusion supports a 
basic assumption of the traditional method of recruitment: advertising that 
portrays an organization in a positive manner increases applicants' interest 
in it. 

Other findings of this research that bear on Rynes's question are that 
different groups have different images of organizations and that an applicant 
group may have multiple images that are not necessarily highly related. The 
implication of these findings is that an organization can successfully influ- 
ence its recruitment image for applicants, independent of its general corpo- 
rate image. This implies that organizations that do not have high-profile 
corporate images may successfully compete in the initial stages of job choice 
in the applicant pool through the use of recruitment messages. 

A limitation of this study is the small number of companies studied— 
26 in the Fortune group and 13 in the CPC group. The internal consistency 
of the results and their compatibility with findings from studies in other 
areas support their credibility. However, it is necessary to be aware of the 
smallness of the groups in the interpretation of results. Of particular concern 
is the interpretation of correlations as nonsignificant as a result of low sta- 
tistical power. In some cases, the magnitude of the correlations was high, but 
they were not statistically significant in the context of the small amount of 
data. These nonsignificant correlations could more clearly be interpreted if 
they were based on larger groups. It is obvious that further studies with 
larger samples are necessary. 

Another logically related study would be one in which the content areas 
of recruitment advertisements would be systematically manipulated. After 
measuring the applicants' responses to the various advertisements, research- 
ers could draw feasible conclusions about the cause-effect relationships be- 
tween the amount of information about specific topics and applicants' in- 
tentions to pursue further contact. Such conclusions would be useful in 
further discussion of Rynes's question about cost-effective methods of in- 
creasing applicant pools. 

A third avenue of research would be to examine recruitment sources 
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other than advertisements in terms of their relationship to recruitment image 
and applicants' intentions to pursue contact. Advertisements were an ap- 
propriate source of data for this study because they are commonly used by 
organizations for recruitment, they can easily be reproduced for controlled 
exposure to respondents, and they have features that can be measured and 
related to measures of applicant intention. Potential applicants, however, 
have many other sources of recruitment information, such as media mes- 
sages and family and social contacts. The previously mentioned similarity 
between the findings in this study and those of Rynes and Miller (1983) 
implies some generalizable applicant reactions to various recruitment 
sources. 

In summary, this study presents some preliminary data indicating that 
initial job choice decisions are highly related to the image of an organization 
held by potential applicants. This image is, in turn, highly related to the 
information available to the applicant pool. In many ways, these findings 
support the commonly held assumption of traditional recruitment advertis- 
ing, which is that the presentation of favorable information will positively 
influence potential applicants. 
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MANAGEMENT RESEARCH 


The Academy of Management Journal is pleased to announce a call for a special research 
forum on Innovative Approaches to Intercultural/International Management Research. Guest 
co-editors for the forum will be Christopher Earley and Harbir Singh. 

The globalization of management, organizations, and industrial systems has enhanced the 
role of international issues in business and management. Greater international competition and 
increasing spread of a firm's activities across borders have helped diffuse the once clear dis- 
tinction between national and international issues. This change is reflected in part by the 
increasing research on globalization of markets and manufacturing, differences in cultural ori- 
entations between countries, and international strategies for building and exploiting competi- 
tive advantage. Scholars conduct this research using highly varled methodologies, ranging from 
laboratory experiments and large-scale field surveys to sophisticated analyses of the intercon- 
nections between country characteristics and firm performance. However, this growing and 
important field of inquiry needs the development and use of research paradigms and method- 
ologies that capitalize on the unique aspects of international issues (as opposed to the appli- 
cation of paradigms and methods developed within a single culture or nation). Thus, new 
paradigms are needed in which the specific attributes of diverse cultural or national groupings 
are incorporated into the theoretical model, along with a methodology that capitalizes on these 
features. 
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In international competition is also important. National institutions and social conditions have 
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National patterns in firm strategies may persist even as financial, product, and labor markets 
continue towards globalization. The long-run implications of such differences in firms and in 
sources of competitive advantage need to be understood. 

The ideal paper for this forum might take a number of diverse forms. For example, research 
focusing on the relation of cultural values such as the concept of face and its relation to the 
provision of feedback in a performance appraisal context would be appropriate. Likewise, 
research focusing on the cultural, organizational, and/or strategic reasons for differences in 
risk-seeking behavior by organizational members or subunits in an international context would 
also be appropriate. Other examples may include the analysis of diversification and vertical 
Integration patterns of multinational firms (including the role of alliances), examination of 
country patterns in eritry strategy, intercultural differences in organizatignal practices (e.g., 
human resource management), intercultural differences in management of innovation, and the 
design and strategic management of multinational corporations. Our primary interest is to 
encourage submissions from all Academy divisions and diverse disciplines that provide inno- 
vative ways of addressing international management interests. 

In preparing manuscripts, authors should follow standard requirements specified in AMJ's 
"Style Guide for Authors." Cover letters should request that papers be considered for this 
special research forum. Five copies should be sent to the main Academy of Management 
Journal office. Papers must be received no later than September 1, 1993. AU submissions will 
be blind reviewed in accord with AMP's normal review process and criteria. Prospective con- 
tributors desiring further information may contact Chris Earley at (714) 856-6921, or Harbir 
Singh at (215) 898-7722. 
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INTRA- AND INTERORGANIZATIONAL 
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The Academy of Management Journal is pleased to announce a call for papers for a special 
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editors for the forum will be Susan Ashford, Stephen Carroll, and Ken G. Smith. 
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vidual performance in human resource management, the notions of “winning” and “individ- 
ualism" are central and highly valued. Indeed, this reliance is so widespread, it is rarely 
questioned. However, for a number of complex reasons (e.g., the decline in U.S. competitive- 
ness, increased globalization, the rise of the European Community, and the persuasive influence 
of Asian management practices), it is time to reconsider this perspective. 

Therefore, theory-testing papers are requested that focus on various aspects of coordination 
and cooperation at all levels of organizational functioning. This can include cooperation and 
coordination among organizations, among units within organizations, and among individuals 
within groups. Although research and theory on these issues is relatively sparse in the man- 
agement literature, there is a large literature in the supporting disciplines of economics, social 
psychology, sociology, and political science from which management scholars can draw. 

The ultimate goal of this special research forum is to improve our understanding of the role 
and value of cooperation and coordination, and how it can be ackieved, both within and 
between organizations. Thus, the topics considered should seek to advance our knowledge of 
cooperation/coordination and/or demonstrate new facets of the subject and their applicability. 
Submissions that integrate across micro and macro areas are particularly encouraged. 

This research might include topics such as the alternative forms of cooperation/ 
coordination, the psychological or relational base on which cooperation is built, elements that 
facilitate and impede cooperation, and organizational consequences of cooperation. More spe- 
cific examples that would fit the cooperation/coordination domain include research that ex- 
plains the ideal compensation package for enhancing harmony between work groups or indi- 
viduals, studies on how to build and enhance trust between individuals, groups, or organiza- 
tions, or studies that identify how managers can achieve coordination and cooperation among 
competing business units in domestic and international settings. Studies might also focus on 
the various forms of cooperation, from trade associations and formal alliances at the macro 
level, to job design and project team structure at the micro level. These illustrations are sug- 
gested only to spark creativity, not to constrain the types of issues addressed. 

In preparing manuscripts, authors should follow standard requirements specified in AMJ's 
"Style Guide for Authors." Cover letters should request that papers be considered for this 
special issue. Five copies should be sent to the main office of the Academy of Management 
Journal. Papers must be received no later than September 1, 1993. All submissions will be blind 
reviewed in accord with AMJ's normal review process and criteria. Prospective contributors 
desiring further information may contact Susan Ashford at (313) 763-1091, Stephen Carroll at 
(301) 405-2239, or Ken G. Smith at (301) 405-2250. 
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Optimizing Performance by Conflict Stimulation 


Is social conflict detrimental to task performance? Or may social conflict 
enhance productivity in organizations, the quality of group decision making, 
the individual's achievements? If so, what conditions are required or to be 
avoided? These challenging questions are of utmost importance to the entire 
field of conflict management, both at the academic and the practical level. 
The International Journal of Conflict Management is therefore pleased to 
announce a Special Issue on Optimizing Performance by Conflict Stimula- 
tion. Guest co-editors will be Evert van de Vliert and Carsten de Dreu from 
the University of Groningen, the Netherlands. 

This Special Issue seeks to make a significant contribution to our un- 
derstanding of the positive effects social conflict may have on performance 
at the individual and the group level. Both theoretical and empirical con- 
tributions are invited from researchers working in the fields of conflict man- 
agement and task performance. Laboratory-based research and research con- 
ducted in naturalistic settings are equally welcome. Some of the areas where 
contributions may be particularly appropriate include the following: 

1. Techniques for escalative intervention in group decision making; for example, 

reducing groupthink by enlisting opposing outsiders (devil's advocacy). 

2. Performance-enhancing effects of competition compared to cooperation in intra- 

and inter-group settings. i 

3. The application of constructive controversy. 

4. The use of rules of fair fighting, and alternately taking sides by a third party. 

5. Motivational and cognitive processes mediating the impact of conflict escalation 

on productiveness. 

Submissions for this Special Issue must be received no later than Octo- 
ber 1, 1993. Cover letters should request that papers be considered for this 
Special Issue. Four copies should be sent to Evert van de Vliert, Department 
of Social and Organizational Psychology, University of Groningen, Grote 
Kruisstraat 2/1, 9712 TS, Groningen, the Netherlands. One copy of the manu- 
script should be addressed to Afzal Rahim, Editor, JCM, Department of 
Management, Western Kentucky University, Bowling Green, KY, 42101, 
U.S.A. 

In preparing manuscripts, authors should follow standard requirements 
specified in the latest edition of the Publication Manual of the American 
Psychological Association. All submissions will be blind reviewed in accord 
with IJCM’s normal review procedures and criteria. Prospective contributors 
wishing further information may contact Evert van de Vliert or Carsten de 
Dreu at 31 50 636386 (telephone) or 31 50 636304 (telefax). 
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POTENTIAL POWER AND POWER USE: 
AN INVESTIGATION OF STRUCTURE 
AND BEHAVIOR 


DANIEL J. BRASS 
The Pennsylvania State University 


MARLENE E. BURKHARDT 
University of Pennsylvania 


This study explored the relationships between potential organizational 
power, viewed as structural position, and the use of power through 
behavioral tactics. Results indicate that structural position, measured 
as an individual's network centrality and level in the organizational 
hierarchy, and behavior— use of assertiveness, ingratiation, exchange, 
upward appeal, rationality, and coalition formation —relate indepen- 
dently and significantly to others’ perceptions of the individual's 
power. In addition, structure partially mediated the relationship be- 
tween behavior and power, and the.behavioral strategies partially me- 
diated the structure-power relationship. Significant interaction effects 
were also found. 


The study of power in organizations has been both plagued and blessed 
by the multitude of theories and approaches that have been offered. AL 
though the variety of approaches makes convergence difficult, consideration 
of its subtle complexities leads to a more comprehensive overview of the 
phenomenon of power. However, the proliferation of conceptual subtleties 
has also resulted in a fragmentation of empirical research (Astley & Sach- 
deva, 1984). Nowhere is this more evident than in the research agendas of 
organizational psychologists, who take a micro-level view, and organization- 
al sociologists, who take a macro-level view. Micro research has focused on 
the behavior of individuals, macro research on the larger organizational 
context. In investigating power in organizations, the micro-macro split is 
exemplified in the distinction between potential power and power use. 

For example, many definitions of power involve the ability of one actor 
to overcome resistance in achieving a desired result (House, 1988; Pfeffer, 
1981), or, simply, the ability to affect outcomes or get things done 
(Mintzberg, 1983; Salancik & Pfeffer, 1977). Although these summary defi- 
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nitions produce some conceptual agreement, distinctions exist in the focus 
of particular authors on “ability” or “use.” Some authors suggest that power 
lies in the potential, and others suggest that power is only present in its use. 
Macro researchers focus on sources and bases of power, and micro research- 
ers investigate bargaining techniques and political tactics. 

Further, some authors have emphasized the distinction between poten- 
tial and enactment, but others have argued that the two components cannot 
be separated. For example, Thibaut and Kelley (1959) explicitly distin- 
guished fate control and behavior control, Wrong (1968) noted differences 
between potential power and actual power, and Bacharach and Lawler 
(1980) argued that they are distinct phenomena. On the other hand, Emerson 
stated that “to have a power advantage is to use it” (1972: 67). Dahl (1957) 
equated power with influence and suggested that unused potential is not 
power. Mintzberg (1983) and McCall (1979) argued that the separation of 
potential from use is unrealistic. 

The distinction between capacity and use is most evident in the struc- 
tural and behavioral streams of research on power. Pfeffer's (1981) argument 
that power is first and foremost a structural phenomenon exemplifies the 
structural approach to intraorganizational power. Although research adopt- 
ing a structural perspective had previously been macro, primarily conducted 
at the organizational and subunit levels of analysis (e.g., Boje & Whetten, 
1981; Hinings, Hickson, Pennings, & Schneck, 1974; Salancik & Pfeffer, 
1974), recent studies by social network researchers have applied the struc- 
tural focus at the interpersonal level of analysis (Brass, 1984, 1992; 
Burkhardt & Brass, 1990; Fombrun, 1983; Krackhardt, 1990; Tushman & 
Romanelli, 1983). According to Brass, ‘‘While personal attributes and strat- 
egies may have an important effect on power acquisition, . . . structure im- 
poses the ultimate constraints on the individual" (1984: 518). 

Examples of research from the behavioral perspective on power are 
frequent in the micro organizational literature (e.g., Allen & Porter, 1983; 
Kipnis, Schmidt, & Wilkinson, 1980; Mowday, 1978). Thompson and 
Luthans (1983) provided a summary of the behavioral approach. They noted 
that “power is manifested through behavioral actions" (1983: 75); thus, to 
study power empirically, researchers must ultimately study behaviors. 
Thompson and Luthans argued that “insufficient attention was given to the 
behavioral aspects of power acquisition and use" (1983: 75). Likewise, 
Mintzberg emphasized both “will and skill": “But having a basis for power 
is not enough. The individual must act" (1983: 25). 

Although most conceptual treatments of power acknowledge both the 
macro-structural and micro-behavioral approaches, empirical research has 
tended to focus on one or the other approach. Structure or behavior is in- 
vestigated as if it were unaffected by or unrelated to the other. We could not 
find any empirical intraorganizational research that tested both perspec- 
tives. In the present study, we attempted to apply both behavioral and struc- 
tural perspectives in exploring interpersonal power within an organization. 
Following Molm (1990), we suggest that a complete understanding of power 


1993 Brass and Burkhardt 443 


in organizations requires attention to both micro and macro levels of anal- 
ysis. Organizational phenomena such as power are simultaneously micro 
and macro (Krackhardt & Porter, 1985). The structure provides the context 
within which actors operate to acquire and exercise power. 

Of particular interest in this research are the relationships between 
structure and behavior and their possible interaction effects on perceptions 
of influence in an organization. We attempt to answer three previously un- 
researched questions: (1) Are particular behavioral tactics associated with 
particular structural positions? That is, to what extent are structure and 
action related? (2) Do behavior and structure have independent effects on 
power, or does each mediate the other? (3) Are there interaction effects? Do 
structure and action affect power only through some combination of both? 


STRUCTURE AND BEHAVIOR: UNDERLYING ASSUMPTIONS 


Although the structural and behavioral approaches can be viewed and 
tested as competing explanations of power, our hypotheses were based on 
the assumption that the two approaches could best be understood as simul- 
taneous, complementary processes. À complete understanding of power in 
organizations requires an integration of micro and macro perspectives. Fol- 
lowing Barley's (1986, 1990) explication of structuration theory (Giddens, 
1976) and negotiated-order theory (Strauss, 1978), we assume that structure 
represents both process and form. As Barley wrote, “while people's actions 
are undoubtedly constrained by forces beyond their control and outside 
their immediate present, it is difficult to see how any social structure can be 
produced or reproduced except through ongoing action and interaction” 
(1990: 64—65). Structure arises from the actions of people, and these actions 
are shaped by structure. 

Although equating structure with potential implies that the former 
stands prior to behavior and use, we view structure as representing relatively 
stable patterns of behavior, interaction, and interpretation. These institu- 
tionalized patterns emerge as recurrent interaction over time takes on the 
status of predictable, socially shared regularities, or ‘“taken-for-granted 
facts" (Barley, 1990: 67). People then behave within these institutionalized 
patterns as if these structures were external to, and a constraint upon, their 
behaviors. Although structure does not exist beyond behavior, we treat it as 
a constraint on behavior. The constrained behavior in turn underwrites and 
reinforces the observed, socially shared structural patterns. However, just as 
everyday speech reinforces the grammatical rules of a language, it also grad- 
ually modifies the language as new words and syntax are used and reused 
and eventually incorporated as acceptable additions. In the same sense, 
behaviors that occur within the constraints of structure can gradually modify 
that structure. In addition, people disadvantaged by current structural con- 
straints may actively seek to change them (Zeitz, 1980), or environmental 
shocks may provide the occasion for major restructuring (Barley, 1986, 1990; 
Burkhardt & Brass, 1990; Tushman & Anderson, 1986). 
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We view the distribution of power in an organization as jointly and 
simultaneously determined by this interaction of structure and behavior. At 
any given time, the structure of an organization is providing access to and 
control of valued resources, while behaviors to acquire and strategically use 
those resources are occurring. Thus, the basis for our hypotheses is that both 
can occur; the questions and propositions cannot be posed as either-or. 
Rather, we turn our attention to identifying the conditions that foster or limit 
the effects of structure and behavior on power. In short, we attempt to inte- 
grate micro and macro. 

We begin with brief statements of the structural and behavioral perspec- 
tives on power, identifying the particular variables of interest to this study. 
We then address possible relationships between those variables and offer 
hypotheses about their independent, mediating, and interaction effects on 
power. Throughout, we identify various perspectives on power as they relate 
to the discussion and the preceding assumptions. 


Structure: Potential Power 


Structural sources of power reflect the properties of a social system 
rather than the particular attributes or behaviors of any particular individual 
or interaction (Astley & Sachdeva, 1984). We distinguish between two kinds 
of structural positions that serve as a basis for the exercise of power: formal 
(hierarchical level) and informal (network position). 

The power associated with hierarchical level in an organization, often 
referred to as authority or legitimate power, represents the legitimated, in- 
stitutionalized privilege of incumbency (Astley & Sachdeva, 1984). The 
power resides in the position, not the incumbent. Both superiors and sub- 
ordinates recognize and accept the power of the position (Madison, Allen, 
Porter, Renwick, & Mayes, 1980). Because of the socially shared, institution- 
alized nature of hierarchical position, it is one of the strongest sources of 
potential power and one of the most immutable structural constraints on 
power. 

In addition to investigating formal structural position, we adopted a 
social network perspective consistent with definitions of structure as includ- 
ing the patterned, repeated interactions among individuals (James & Jones, 
1976; Mintzberg, 1979; Weick, 1969). These social interactions emerge over 
time, become relatively stable, and take on an institutionalized, although 
informal, quality. They may shadow formally prescribed work flow and 
authority relationships, and they provide an observable objectivity compat- 
ible with traditional measures of structure (Krackhardt, 1989). As stable, 
persistent patterns they represent a constraint on behavior. 

This social network approach to structural power is often associated 
with a resource dependency framework (Emerson, 1962); power is viewed as 
the inverse of dependence. People in central network positions have greater 
access to, and potential control over, relevant resources such as information. 
People who are able to control relevant resources and thereby increase oth- 
ers’ dependence on them are in a position to acquire power. In addition to 
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increasing others' dependence on them, actors must also decrease their de- 
pendence on others. They must have access to relevant resources that is not 
controlled or mediated by others. Most empirical studies have found that an 
employee's centrality in an intraorganizational network is related to power 
(Brass, 1984, 1985a; Burkhardt & Brass, 1990; Fombrun, 1983; Krackhardt, 
1990; Tushman & Romanelli, 1983). 

A multitude of measures of centrality, each slightly different from the 
others, bas evolved in the social network literature (Bonacich, 1987; Fried- 
kin, 1991; Knoke & Burt, 1983). On the basis of their theoretical relevance 
and previous use, we chose three centrality measures to tap the following 
three aspects of power: alternatives, access, and control. 

From a resource dependence or exchange perspective (Emerson, 1962), 
increasing one's alternatives increases one's power. Available alternatives 
may best be tapped by the in-degree measure of centrality,* or the number of 
others who choose a focal person. Although some measures of centrality 
include the number of people chosen by a focal individual as well as the 
number of people who choose the focal individual, the in-degree measure 
includes only the latter (Freeman, 1979). For example, an employee may 
choose many others, but these others may not reciprocate the choice. The 
lack of reciprocation may indicate that the employee's numerous choices are 
not practical alternatives. In-degree centrality is sometimes used as a mea- 
sure of prestige on the assumption that relations are often asymmetric and 
. that powerful actors are more frequently objects, rather than sources, of 
communication (Knoke & Burt, 1983). Asymmetric measures of centrality 
and, in particular, in-degree centrality have been shown to be related to 
power in studies of the diffusion of innovation (Burkhardt & Brass, 1990; 
Knoke & Burt, 1983). 

Independent access to others is best captured by the closeness measure 
of centrality (Brass, 1984; Freeman, 1979), which is generally calculated by 
summing the lengths of the shortest paths from a focal person to all other 
persons in an organization. This measure accounts for both direct and indi- 
rect links in indicating how "close" a person is to others. Direct links are 
counted as one step, with indirect links given proportionally less weight in 
the measure. According to Freeman (1979), closeness can be conceptualized 
as independence (the extent to which the focal person can avoid the control 
of others) or efficiency (the extent to which the focal person can reach all 
other persons in the shortest number of direct and indirect links). Thus, it 
represents a measure of independent access to others. 

By including indirect access to others, the closeness measure accounts 
for the possibility of an actor with only a few direct links being highly central 
if those few links are to highly central others. For example, an employee with 


1 We realize that network terminology, such as in-degree, closeness, and betweenness cen- 
trality, may seem idiosyncratic and awkward to some readers. However, these labels have 
precise meanings that provide clarity and consistency across studies. For additional details of 
social network measures, see Freeman (1979), Knoke and Burt (1983), and Krackhardt (1990). 
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a direct link to the most highly connected person in the communication 
network may have easy access to important information without having a 
great number of contacts. 

The third measure of centrality, betweenness, refers to the extent to 
which a focal person falls between pairs of other persons on the shortest path 
connecting the pairs. It is conceptualized as the extent to which the focal 
person has potential control over others (Freeman, 1979). Thus, if persons A 
and C are connected only through person B, B would fall between A and C 
and would control any resources, such as information, that flow between A 
and C. Whereas the closeness measure represents a position for avoiding the 
control of others, the betweenness measure represents potential control, or 
the possibility of increasing the dependence of others on the actor. Freeman 
suggests that betweenness centrality is particularly appropriate for measur- 
ing the control of information. 

Although few studies (cf. Brass, 1984; Burkhardt & Brass, 1990) have 
included more than one measure of centrality, we view the three measures 
we used as complementary. Closeness and betweenness represent the two 
necessary conditions for power: the potential for an individual to decrease 
dependence on others and to increase others' dependence on himself or 
herself. The in-degree measure most closely corresponds to Emerson's no- 
tion of alternatives. On the basis of previous research, we predicted: 


Hypothesis 1: In-degree, closeness, and betweenness cen- 
trality, and hierarchical level in an organization, will be 
positively related to perceptions of power. 


Although our choice of centrality measures corresponds to central ideas 
of resource dependency theory (Emerson, 1962), Astley and his colleagues 
(Astley & Sachdeva, 1984; Astley & Zajac, 1990, 1991) have emphasized the 
structural component of centrality. From a purely structural perspective, 
central positions are powerful by virtue of their location “over and above an 
actor's ability to generate. dependencies through resource exchange" (Astley 
& Sachdeva, 1984: 106). Such positions are structurally immersed within 
multiple interdependencies in such a way that they are functionally indis- 
pensable. Following Astley's arguments, although patterns of exchange may 
parallel network or hierarchical positions, these dyadic exchanges are not 
the source of structural power. Rather, such exchanges are behavioral and do 
not represent purely structural sources of power. From this structural point 
of view, network centrality represents power, not simply potential power. 
This view is consistent with the strategic contingencies (Hickson, Hinings, 
Lee, Schneck, & Pennings, 1971) notion of “pervasiveness” and. Emerson’s 
(1976) reference to systemic sources of power. 

Although various types of networks exist in organizations (friendship, 
work flow, advice, and so forth), this research focused on the communica- 
tion network. From a resource dependency perspective, the interdependen- 
cies among employees are based on the exchange of information. Much of 
the writing on power characterizes information as a critical resource and a 
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potential source of power (McCall, 1979; Mechanic, 1962; Pettigrew, 1972; 
Pfeffer, 1981). The inherent ambiguity of organizational settings (Bacharach 
& Lawler, 1980), coupled with the subjective nature of power (Fombrun, 
1983; Pfeffer, 1981; Wrong, 1968), points out the importance of information 
and directs our attention to theories of social comparison (Erickson, 1988) 
and social information processing (Rice & Aydin, 1991; Salancik & Pfeffer, 
1978). Without attempting to argue that all reality is socially constructed, we 
do assume that people interact with others to test and confirm their percep- 
tions of reality. People who are in central positions in a communication 
network are thereby relevant players in the social construction of reality 
(Burkhardt, 1991; Rice & Aydin, 1991). They can withhold, disclose, and 
modify information in order to influence others' perceptions and attribu- 
tions of power. 


Behavior: The Exercise of Power 


Individuals clearly differ in abilities, skills, and willingness to use those 
skills and abilities to acquire and exercise power. Many different behaviors, 
from providing positive reinforcement (Thompson & Luthans, 1983) to cop- 
ing with uncertainty (Pfeffer, 1981), have been associated with the effective 
use of power (Schilit & Locke, 1982). In attempting to identify and classify 
examples of behavioral tactics used to exercise power, Kipnis, Schmidt, and 
Wilkinson (1980) developed a comprehensive approach. Using an inductive 
method based on responses from organization members, Kipnis and his col- 
leagues grouped influence tactics into categories. Following Kipnis and 
Schmidt (1988), we used six categories in this research. These categories, or 
factors, are assertiveness, ingratiation, rationality, exchange, upward appeal, 
and coalition formation. 

Assertiveness includes such influence tactics as demanding compli- 
ance, ordering, and setting deadlines, as well as nagging and expressing 
anger. Included among the behaviors in the category of ingratiation are prais- 
ing, politely asking, acting humble, making the other person feel important, 
and acting friendly. The theoretical rationale for the effectiveness of these 
two tactics lies, in part, in the principles of reinforcement theory, or operant 
conditioning (Thompson & Luthans, 1983). The utility of goal setting for 
influencing behavior, one component of assertiveness, is well established in 
the organizational literature (cf. Locke, 1976). 

The rationality tactic consists of using reason, logic, and compromise in 
attempting to influence others. In addition to employing rational persuasion, 
which attempts to convince others that certain actions are in their own best 
interests, there is a prestige that comes from being perceived as a rational 
person. As Pfeffer noted (1981: 194), the use of rationality is almost a religion 
in formal organizations. There is a widely shared belief, seldom questioned, 
in the efficacy of rational analysis, planning, and decision making. Although 
the language of rationality can be used to justify otherwise political deci- 
sions, rationality is a highly valued and socially acceptable means of influ- 
encing others. 
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The exchange category refers to such behavior as offering to help others 
in exchange for reciprocal favors. Although this factor was derived induc- 
tively, as were all the influence tactics, its theoretical rationale can be found 
in exchange theory (Emerson, 1962), which relies heavily on reinforcement 
and expectancy theories. Individuals attempt to maximize their expected 
utility through the exchange of resources over time. The unit of analysis is 
the exchange relation. Laboratory studies (cf. Molm, 1981) have shown that 
the outcomes of exchange are not a perfect linear function of power imbal- 
ance. Equity norms, previous experience, and information can each affect 
outcomes. 

Upward appeal is indicated by behavioral attempts to gain support 
from superiors in an organization. Coalition formation refers to attempts to 
build alliances with others (Kipnis et al., 1980). Both coalition formation and 
upward appeal imply that their user's formal power or personal resources 
are low, so that combining resources with others or appealing to those with 
formal power is necessary. Although few intraorganizational coalition stud- 
ies exist (cf. Eisenhardt & Bourgeois, 1988), several theoretical reviews are 
available (Murnighan & Brass, 1991; Pfeffer, 1981; Stevenson, Pearce, & Por- 
ter, 1985). 

Kipnis and Schmidt (1988) found that combinations of these six behav- 
ioral strategies were related to salary, performance evaluations, and stress for 
executives. Previous research (Kipnis & Schmidt, 1983; Perreault & Miles, 
1978) has suggested that high use of rationality and average use of the other 
strategies, a combination that Kipnis and Schmidt (1988) named “tactician 
style," may be more effective than either consistently high or consistently 
low use of all the behavioral strategies. 


Hypothesis 2: Use of assertiveness, ingratiation, rational- 
ity, exchange, upward appeal, and coalition formation 
will be positively related to perceptions of power. 


Relationships 


In addition to the above hypotheses, this study explored the relation- 
ships among these measures of structural and behavioral power. Because 
previous empirical work has followed one perspective or the other, research- 
ers know very little about the relationships between structure and behavior. 
Are particular behaviors associated with particular structural positions? 

Following the assertion that potential cannot be realistically separated 
from use, we expected considerable overlap between structure and behavior. 
For example, we hypothesized that assertiveness and upward appeal would 
likely be related to hierarchical level. Those in higher positions would be 
more likely to be assertive and less likely to use upward appeal to gain 
compliance. Lower-level organization members may need to form coalitions, 
or rely on ingratiation and upward appeal, or all three. Rationality and 
exchange would seem.to be relevant strategies at all levels, although those at 
higher levels may have more resources to exchange. 


1993 Brass and Burkhardt 449 


Hypothesis 3: Hierarchical level will be positively related 
to assertiveness and exchange and negatively related to 
ingratiation, upward appeal, and coalition formation. 


Taking the exchange theory perspective (Emerson, 1962), we expected 
exchange to be highly related to network centrality. If network centrality 
provides access to relevant resources, those with the resources are likely to 
exchange them. Finally, attempting to form coalitions may increase an in- 
dividual's centrality, or those in central positions, with access to people and 
information, may be more likely than others to attempt coalition formation. 


Hypothesis 4: Network centrality will be positively re- 
lated to use of exchange and coalition formation. 


Mediating Effects 


In addition to exploring the relationships already noted, we investigated 
possible mediating effects of each set of variables—the structural or the 
behavioral—on the relationship between the other set and perceptions of 
power. For example, if structure provides the resources necessary to influ- 
ence others, how those resources are exchanged may affect a person's re- 
sultant power. That is, people may attempt to exercise power when they 
have gained a structurally advantageous position and, through that exercise, 
be perceived as powerful. In such a scenario, the exercise of power has a 
mediating effect. Evidence of this mediating effect would be found if struc- 
ture and behavior were positively related and any relationship between 
structure and power substantially changed when behaviors were controlled. 
Theoretically, this finding would suggest that structural bases of potential 
power do not translate directly into actual power. Rather, behavior trans- 
forms structure into power. 

Although empirical research on the mediating effects of political behav- 
ior in organizations is rare, many laboratory studies of bargaining and coali- 
tion formation have provided indirect evidence of it (Bacharach & Lawler, 
1981; Molm, 1990; Murnighan, 1978). In these experiments, structural 
power has been operationalized as both network position (Markovsky, 
Willer, & Patton, 1988) and as resource differential, or power imbalance, 
between potential exchange partners (Molm, 1990). These laboratory results 
typically support Bacharach and Lawler's contention that behavior inter- 
venes between structure and outcomes. Because we also hypothesize inde- 
pendent effects (Hypotheses 7 and 8), we propose partial rather than com- 
plete mediation (James & Brett, 1984). 


Hypothesis 5: The use of behavioral tactics will partially 
mediate the relationships between an individual's struc- 
tural position and perceptions of power. 


We also tested for the possible mediating effect of structure on the re- 
lationship between behavior and power. In this case, any relationship be- 
tween behavior and power would change when controlling for structure. 


450 Academy of Management Journal june 


Such a finding would imply that an individual's use of behavioral strategies 
results in the acquisition of an advantageous structural position, and it is the 
position that others recognize as powerful. For example, attempting to form 
coalitions may result in increased centrality and access to important infor- 
mation. Rationality may lead to promotion to higher levels in an organiza- 
tion. Again, we expected the mediation to be partial. 


Hypothesis 6: Structural position will partially mediate 
the relationship between an individual's use of behavior- 
al tactics and perceptions of power. 


The proposed mediating effects of structure are consistent with ex- 
change theory as outlined by Emerson (1962). According to exchange theory, 
power differentials emerge as individuals engage in the process of dyadic 
exchange. This view is similar to the ‘‘coactivational” perspective (Dow, 
1988), in which organizational structure is seen as emerging out of the re- 
peated interactions of organization members. For example, centrality in a 
communication network emerges from the patterned interactions, the ex- 
change of information, among organizational participants. 

Given our assumption that structure represents both process and form, 
we did not assume a particular temporal ordering between political tactics 
and structural sources of power. Rather, we hypothesized that both behavior 
and structure would partially mediate the relationship between the other 
and power and tested for the relative contribution of each. 


Independent Effects 


Another possibility, not exclusive of mediating effects, is that structure 
and behavior have independent effects on power. Structural position may 
result in power regardless of the use of behavioral tactics, or behavioral, 
tactics may be associated with power regardless of structural position. 

Wrong (1968) provided the general argument that power does not re- 
quire the use of potential. In noting the subjective nature of power, Wrong 
argued that the expectation that potential power can and will be exercised 
may be enough to secure compliance. Thus, an actor who is perceived as 
having the potential for power may seldom have to use that potential. Even 
in the absence of threats or promises, actors may attribute power to others 
and act accordingly. Even the simple act of requesting compliance may be 
unnecessary. In hopes of gaining the favor of powerful others, actors may 
attempt to anticipate requests or engage in extra acts that they believe will be 
pleasing to those in power. l 

Of the structural variables, formal hierarchical level was expected to 
have independent effects on perceptions of power regardless of use of be- 
havioral strategies. We distinguished between this formal, legitimated form 
of power and the less formal, nonlegitimated network positions. The exer- 
cise of authority is expected, even desired, in an organization (Pfeffer, 1981). 
Thus, the amount of effort needed to exercise thẹ power legitimately ex- 
pected from particular levels in a hierarchy may be minimal. 
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Alternatively, it would seem that people in informal structural posi- 
tions, such as those derived from network centrality, would need to use more 
strategic behavior to be powerful: enforcing one's preferences requires more 
effort when one's potential power is informal (Mintzberg, 1983; Pfeffer, 
1981). This view is consistent with Porter, Allen, and Angle's (1981) argu- 
ment that most political activity is directed upward. This would suggest that 
informal structural position would not independently relate to power. How- 
ever, as previously noted, Astley and colleagues (Astley & Sachdeva, 1984; 
Astley & Zajac, 1990, 1991) argued that the structural component of network 
centrality is not dependent on the attributes or behaviors of individuals. 
This perspective, which does not rely on resource dependence, predicts an 
independent relationship between centrality and power. 


Hypothesis 7: With behavioral tactics controlled for, an 
individual's structural position will be independently re- 
lated to perceptions of power. 


We also assessed the independent effects of the behavioral strategies. 
Regardless of structural potential, can behavior result in power? Few authors 
have addressed this question. We can speculate that just as people can suc- 
cessfully bluff in poker, they can also act as if they have resources, or po- 
tential power. As Bacharach and Lawler (1980) pointed out, a great deal of 
ambiguity characterizes organizational settings; actors do not operate with 
complete information. Much of the literature on bargaining tactics deals 
with gaining information from one's opponent while concealing information 
about oneself. Bargaining can be viewed as impression management 
(Bacharach & Lawler, 1980), or creating the impression that one has power. 
In particular, assertive behavior may imply power, whereas upward appeal 
and ingratiation may imply a lack of resources. 

Reason and logic appear to be sources of power in and of themselves. 
Such behaviors might be interpreted as the ability to convince an influence 
target that a preferred action is in the target's best interests. The institution- 
alized acceptance of the use of rationality, coupled with an implied associ- 
ation between rationality and expertise, and the prestige of being perceived 
as a rational person, suggests that it may have independent effects on per- 
ceptions of power. Thus, 


Hypothesis 8: With structural positions controlled for, ra- 
tionality and assertiveness will be independently related 
to perceptions of power. 


Interaction Effects 


Finally, we explored possible interactions among these variables. Does 
being in a particular structural position and using a particular behavior 
result in more power than simply occupying the position or engaging in the 
behavior alone? Although such a multiplicative interaction does not rule out 
the possibility of independent effects, it is consistent with the notion that 
both sources of power and the exercise of power are necessary conditions. 
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For example, Mintzberg (1983: 23) argued that power requires a source or 
basis and the expenditure of energy in a skillful manner. Potential power is 
of no use unless it is exercised; the exercise of power is futile without the 
resources to back it up. 

Although numerous hypotheses based on all the possible combinations 
of behaviors and structural positions could be generated, we proceeded on 
an exploratory basis with only.a few general propositions. Given the legiti- 
mate power associated with hierarchical level, we did not expect to find any 
interactions between level and any of the behaviors. Of the informal cen- 
trality measures, in-degree centrality (being chosen by a high number of 
others) seems particularly important in attempts to form coalitions. Mur- 
nighan and Brass (1991) argued that coalitions form via direct interaction 
and that an extensive network of ties is necessary for success. Although 
in-degree centrality may be related to power in other ways, we suggest that 
coalition formation may only be successful when combined with in-degree 
centrality. 


Hypothesis 9: The multiplicative combination of coali- 
tion formation and in-degree centrality will be positively 
related to perceptions of power. 


The betweenness measure of centrality may be dependent on strategic 
action: being in: a position to mediate information flow may only be associ- 
ated with power when a person attempts to control the information through 
exchange or uses the information for. upward appeals or in forming coali- 
tions. Because betweenness centrality may be the most difficult for others to 
recognize, only strategic use of this informal position may be related to 
power. 


Hypothesis 10: The multiplicative combination of be- 
tweenness centrality and use of behavioral tactics will be 
positively related to perceptions of power. 


Summary of Hypotheses 


Figure 1 presents a graphic model of our hypothesized relationships. 
‘Given our assumption that the structural and behavioral approaches can best 
be viewed as complementary rather than competing, we have hypothesized 
independent, mediating, and interaction effects. Consistent with our view 


FIGURE 1 
Summary Model of Hypotheses 
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that structure emerges from behavior and that behavior is shaped by struc- 
ture (represented by the “X” arrows in Figure 1), we hypothesized mediating 
effects for both structure and behavior (represented by the "X" arrows in 
combination with the “Y” arrows). However, the mediation is only partial as 
socially shared facts become institutionalized constraints. Thus, we have 
also predicted the independent effects (''Y" arrows) of such institutionalized 
constraints as hierarchical level and the use of rationality. We have also 
suggested that certain structural positions and behaviors, such as between- 
ness centrality and coalition formation, do not constitute visible constraints 
and that additional behaviors or structural positions are required for them to 
confer power (“Z” arrow in Figure 1). Using our hypotheses as guidelines, 
we explored the various possibilities in hopes of uncovering conditions that 
foster or limit the effects of structure and behavior on power. 


METHODS 
Data Collection 


All data were collected via questionnaire measures administered on site 
at a federal agency responsible for the collection and dissemination of nu- 
tritional information. Seventy-five employees completed usable question- 
naires, giving us a 78 percent response rate. Participation was voluntary, and 
respondents were assured that their individual responses were confidential 
and would be used for research purposes only. 

The organization studied might best be described as a research and 
development group functioning within the rules and regulations of a gov- 
ernment bureaucracy. The employees were engaged in the task of gathering, 
analyzing, and distributing nutritional information. This task involved de- 
veloping and analyzing the results of large surveys tapping the consumption 
habits of the U.S. population, determining the nutritional content of various 
foods, and writing technical reports and general informational pamphlets 
based on the findings. The daily performance of tasks involved considerable 
autonomy and flexibility, and lateral communication was high. Tasks were 
performed within a set of personnel and administrative procedures that were 
highly standardized and bureaucratic. A large number of rules and proce- 
dures governed these processes. Thus, both mechanistic and organic prop- 
erties characterized the agency. 


Behavioral Measures 


Six behavioral tactics were measured: assertiveness, ingratiation, ration- 
ality, exchange, upward appeal, and coalition formation (Kipnis et al., 1980). 
Employees were asked to indicate on a five-point scale (1 = never use this 
tactic, 5 — usually use this tactic) how frequently during the past six months 
they used each of the tactics to influence others at work. Assertiveness was 
measured by nine items on the questionnaire (a = .83). An example of the 
assertiveness items used was “Demanded that he or she do what I re- 
quested.” The ingratiation measure (“Acted very humble to him or her while 
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making my request”) consisted of ten items (a = .78). An example of the five 
items (a = .86) used to measure rationality was “Used logic to convince him 
or her." Exchange (a — .68) was measured by four items, one of which was 
“Offered an exchange (e.g., if you do this for me, I'll do something for you).” 
The upward appeal measure (a — .67) consisted of three items, such as 
“Made a formal appeal to higher levels to back up my request." Coalition 
formation (a = .71) was measured by three items. An example of a coalition 
item was, “Obtained the support of co-workers to back up my request." 


Structural Measures 


Using the agency's formal organizational chart, we assigned each re- 
spondent a number corresponding to his or her hierarchical level in the 
organization (1.— nonsupervisor, 2 = first-level supervisor, 3 = branch 
supervisor, 4 = division supervisor, 5 = agency director). Each level re- 
ported directly to the next highest level. 

For our social network measures, respondents were provided with a 
roster of all agency employees and asked to circle the names of people with 
whom they communicated as part of the job during a typical week. This 
method of listing all network members is considered the technique with the 
least inherent measurement error (Holland & Leinhardt, 1973; Walker, 1985). 
Freeman, Romney, and Freeman (1987) showed that informants can provide 
accurate measures of relatively long-term, stable patterns of interaction, such 
as those used in network analysis. For example, Brass (1984) reported sub- 
stantial agreement between observed interactions in a work flow network 
and employee reports, obtained via questionnaires, of those interactions. We 
entered the data in the current study as a binary matrix and analyzed them 
using UCINET (MacEvoy & Freeman, 1986) to calculate the following mea- 
sures of centrality. 

In-degree centrality (alternatives) was measured by counting only the 
number of different persons who circled, or chose, a focal person (Burkhardt 
& Brass, 1990). We included the asymmetric in-degree measure to capture 
Burt's notion of status (Knoke & Burt, 1983) and Emerson's (1962) notion of 
the alternatives available to a position. Symmetric measures do not capture 
the qualitative distinction between being the source and being the object of 
communication. Knoke and Burt (1983) showed that powerful leaders are 
the objects of extensive relations from followers, but the latter are often the 
source and seldom the object of relations. Asymmetric measures capture. 
"the distinction between subordination and superordination" (Knoke & 
Burt, 1983: 199). In addition, the availability of alternatives does not neces- 
sitate their use; thus, reciprocation is not required, and further status is 
implied. Our reciprocation rate of 50 percent provides some justification for 
including the asymmetric in-degree measure. Marsden (1990) and Ibarra 
(1992) give detailed discussions of reciprocation rates. We might also argue 
that asymmetric measures represent perceived rather than actual networks 
and that such perceptions are important considerations (Krackhardt, 1987). 
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A more detailed discussion and theory of asymmetric relationships has been 
offered by Carley and Krackhardt (1991).” 

The closeness measure of centrality (access) was calculated for each 
respondent by adding the minimum number of links between the focal per- 
son and all others in the organization (Freeman, 1979). For this measure of 
centrality, we ignored the direction of the links and counted all links as 
reciprocated (Knoke & Burt, 1983). Direct contact was counted as one link, 
indirect contact through one other individual as two links, indirect contact 
through two others as three links, and so forth. We then divided this sum of 
direct and indirect links by n — 1, where n equals the number of persons in 
the organization, and transformed these scores using the formula 1 — [(d — 
1y/dmax] (Brass, 1984), where d equals the shortest path distance and dmax 
equals the largest observed value of d. This transformation does not change 
the magnitude of the relationships of other variables with closeness central- 
ity, but it reverses the sign of the relationships so that higher values repre- 
sent greater centrality. The closeness measure reflects the degree of an indi- 
vidual's independent access to others. 

The betweenness measure of centrality (control) was calculated using 
the formula developed by Freeman (1979). To determine overall between- 
ness centrality, we summed the probability of a person's falling on the short- 
est path between any two pairs of persons over all unordered pairs of per- 
sons. This value was then divided by (n2 — 3n + 2)/2, the maximum value 
when n equals the number of persons in the organization. The measure 
reflects potential control, or the extent to which a focal person mediates the 
relationship between any two other persons. As with the closeness measure 
of centrality, all links were treated as reciprocated. 

As previously noted, a multitude of measures of centrality and argu- 
ments as to which measures are best and whether to symmetrize measures 
have developed over the years (Bonacich, 1987; Friedkin, 1991; Krackhardt, 
1990). To represent both the centrality and status arguments, we included 
both asymmetric (in-degree) and symmetric (closeness and betweenness) 
measures. In practice, most of the proposed measures are highly correlated 
(Boland, 1988), although differential results have been reported (Brass, 
1984). Thus, our choice of measures was based on the previously noted 
theoretical considerations. 


Power 


Individual power was assessed by asking each respondent, “For each 
person you circle, on the scale from 1 (very little influence) to 5 (very much 
influence), please indicate how much influence the person you circled has 


? We also calculated a degree measure of centrality by counting the number of different 
persons whose names were either circled by a focal person or who circled the name of that 
person, but analyses indicated that this measure of centrality was highly correlated with the 
closeness measure and produced the same results in the analyses. 
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in the everyday activities of this agency.” Because of the number of respon- 
dents and the roster method of listing everyone in the agency, we felt it was 
impractical to ask respondents to rate everyone. Procedurally, it was easy 
and practical for respondents to go through the list, rating only the people 
whose names they stopped to circle, indicating communication with them 
was regular. This procedure also allowed the raters who knew the listed 
persons the best (through repeated communication) to provide data for the 
measure of power. As a result of the relatively high amount of interaction 
within the agency, the average number of raters per person was 18.22. 

Because our procedure did not produce the same raters or an equal 
number of raters per ratee, we were unable to statistically access interrater 
agreement using conventional measures such as Cronbach alpha. Instead we 
used coefficient C, a measure of reliability based on nonparametric assump- 
tions.? Consistency is determined by the degree to which any pair of raters 
is concordant in their ordinal ratings of a pair of ratees. For example, con- 
cordance is observed when rater 1 and rater 2 both rate ratee A higher than 
ratee B. However, if the raters differ in their rankings of the ratees, discor- 
dance occurs. Thus, coefficient C is a measure of the consistency of the 
ordinal information on each object being assessed. The scale has a theoret- 
ical range of 0 to 1. On the basis of monte carlo simulations, C values below: 
A are viewed as indicating inconsistent or unreliable data. Analysis of our 
power ratings yielded a coefficient C of .73, an acceptable level of reliability. 
We averaged ratings for each focal person to obtain an overall power score 
for that person. 

We chose to use the term “influence” rather than “power” in the ques- 
tionnaire because of the frequently negative connotations of the latter (Pfef- 
fer, 1981) and the use of “influence” in previous research (Brass, 1984; 
Burkhardt & Brass, 1990). Although scholars have made definitional distinc- 
tions between influence and power, such distinctions are not common in 
everyday usage of the words. 

The domain of the perceived influence was specified as "the everyday 
activities of the agency” so that raters would not provide a relativistic, one- 
to-one estimate of power, comparing the person circled only to themselves. 
Because of the variety of influence tactics and structural positions measured, 
we attempted to obtain an overall, generalized measure of influence that 
would not be biased in favor of particular tactics or positions. Although we 
acknowledge that power can be context-specific, the question of whether 
power generalizes across various situations and decisions is an empirical 
one (Pfeffer, 1981). General measures of power have been shown to relate to 


3 Coefficient C is calculated using the formula C = (con/dis)/(con + dis). Con is the sum of 
the probabilities that a given pair of objects would be ranked concordantly with their current 
rankings if the rankings were redone. Dis is the sum of the probabilities that a given pair of 
objects would be ranked discordantly with their current rankings if the rankings were redone. 
We are indebted to an anonymous reviewer for providing this measure. 
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both presumed determinants and outcomes of power (Brass, 1984, 19858; 
Salancik & Pfeffer, 1974). 

Although reputational measures of power are frequently used in studies 
of power in organizations, their liabilities have been well documented (Pfef- 
fer, 1981). However, results of these studies have indicated substantial agree- 
ment among independent sources, and reputational measures have been 
shown to relate to objective measures such as promotions (Brass, 1984; Pfef- 
fer, 1981). Use of such measures is also consistent with the attributional 
nature of power (Dahl, 1957; Wrong, 1968). That is, if actor A believes that 
actor B has power, and actor A then behaves toward actor B as if the latter 
had power (actor A does something that he or she would not ordinarily do), 
then, by most definitions, actor B has power over actor A. 


RESULTS 
Interrelationships and Correlates of Power 


Table 1 presents the means, standard deviations, and correlations be- 
tween all the variables in the study. Of the structural measures, all except 
betweenness centrality were related positively and significantly to power, 
thereby supporting Hypothesis 1. Hierarchical level and the in-degree mea- 
sure of centrality were the most strongly related to power. With the excep- 
tion of a marginal correlation with in-degree centrality (.20), level did not 
relate significantly to the centrality measures. Betweenness was highly re- 
lated to closeness but was not significantly related to any other variable. 

Of the behavioral variables, all six tactics were highly intercorrelated,* 
and all six related significantly to power, the latter finding supporting Hy- 
pothesis 2. The behavioral tactics of assertiveness and exchange were related 
to hierarchical level, partially supporting Hypothesis 3. Upward appeal and 
coalition formation were significantly related to the structural measures of 
in-degree and closeness centrality, providing only partial support for Hy- 
pothesis 4. The predicted relationship between the centrality variables and 
exchange (Hypothesis 4) was not supported. 


Independent and Mediating Effects 


Table 2 presents the results of three regression analyses. When all the 
independent variables were entered in a regression equation (model 1), sig- 
nificant betas were obtained for the measures of hierarchical level, in-degree 
centrality, and upward appeal. 

In order to assess the relative contribution of each set of behavioral and 
structural variables to variance in the dependent variable, power, we per- 


* Following Kipnis and Schmidt (1988), we computed Z-score transformations of the be- 
havioral tactics and subjected them to cluster analysis in an attempt to identify influence styles 
such as "shotgun" and “tactician.” For our data, the results represented little more than forming 
average scores for the six behavioral tactics. 
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TABLE 2 
Results of Regression Analyses for Power* 
Variables Model 1 Model 2 Model 3 
Assertiveness .102 .346* 
Ingratiation — .064 —.108 
Rationality .189 .233 
Exchange —.104 .041 
Upward appeal .466** .374 
Coalition formation —.287 —.347 
Hierarchical level .470** 435** 
In-degree centrality .350** .419** 
Closeness centrality .262 .076 
Betweenness centrality .280 .125 
R? .53 .24 42 
F 6.67** 3.32** 11.78** 
AR? .29 41 
AF 9.14** 2.32* 
SN = 75. x 
*p«.05 
** p < DI 


formed two hierarchical regression analyses, entering the sets of variables in 
different orders. When entered into the regression equation first {model 2), 
the behavioral variables explained 24 percent of the variance (F = 3.32, p < 
.01); adding the set of structural variables increased the variance explained 
by 29 percent (AF = 9.14, p < .01), thereby supporting Hypothesis 7. When 
entered first, the set of structural variables (model 3) explained 42 percent of 
the variance in power (F = 11.78, p < .01). The behavioral variables were 
entered second and explained an additional 11 percent of the variance (AF 
= 2.32, p < .05). Thus, each set of variables was independently related to 
power. 

Although we found support for independent effects, the R? between 
behavior and power was significantly reduced (.24 vs. .11) when we con- 
trolled for structural power.? Likewise, the relationship between structure 
and power was also significantly reduced (R? = .42 vs. R? = .29) when we 
controlled for behavior. Thus, it appears that structure mediates the rela- 
tionships between behavior and power, and behavior mediates the structure- 
power relationship. These findings provide strong support for Hypotheses 5 
and 6. 


5 Following the logic provided by Alwin and Hauser (1975) and James and Brett (1984), we 
determined the significance of the mediating effect (or the difference between the partial and 
zero-order correlations) by assessing the significance of the variance shared by the independent 
and mediating variables with the dependent variable. Using the X - M - Y notation for indepen- 
dent, mediating, and dependent variables (James & Brett, 1984), we thus subtracted AR? from 
Hi. when adding X to the regression equation following the entry of M and assessed the 
significance of the resulting R*. 
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As shown in Table 3, we assessed the partial correlation with power 
(independent contribution) of each behavioral tactic and structural variable 
after controlling for either the entire set of structural variables or behavioral 
tactics. For comparison purposes, we present the zero-order correlations 
between each of the independent variables and power in the first column. Of 
the behaviors, use of assertiveness, rationality, and upward appeal had sig- 
nificant partial correlations with power when we controlled for the struc- 
tural variables. Although the independent effects of upward appeal were not 
predicted, these results support Hypothesis 8. Hierarchical level and in- 
degree centrality significantly related to power (p « .01) when we controlled 
for all six behaviors, providing partial support for Hypothesis 7. 

Results also indicated that the mediating effects of the behavioral tac- 
tics were primarily on the nonformal structural variables of in-degree 
and closeness centrality; betweenness did not relate significantly to power. 
Use of behavioral tactics did not mediate the relationship between hierar- 
chical level and power, as indicated by a zero-order correlation of .51 and 
a partial correlation of .47. Although in-degree centrality was indepen- 
dently related to power, the zero-order correlation between the two variables 
was significantly reduced when we controlled for the behavioral tactics 
(.50 vs. .34). Contrary to Hypothesis 7, the relationship between closeness’ 
centrality and power was not significant when we controlled for the behav- 
ioral tactics. 


H 


Interaction Effects 


We analyzed interaction effects by entering each multiplicative combi- 
nation—a structural variable by a behavioral variable—in the regression 


TABLE 3 
Mediating Effects on Individual Variables* 


Zero-order Structural Variables Behavioral Variables 





Correlations Controlled Controlled 
Variables r Partial r Partial r 
Assertiveness 43** .19* 
Ingratiation KEN 15 
Rationality .26* .19* 
Exchange .21* 01 
Upward appeal .35** .25** 
Coalition formation .25* 13 
Hierarchical level 1** 47** 
In-degree centrality .50** .g4** 
Closeness centrality .29* 47 
Betweenness centrality 14 12 
PN = 75. 
spe DR 


** p< DI 
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equation following both sets of structural and behavioral variables. Each 
multiplicative combination was entered individually. Table 4 presents re- 
‘sults. As expected, we did not find any significant interactions when any of 
the behaviors were combined with hierarchical level. For the informal struc- 
tural measures, we found significant interactions (p « .05) for the multipli- 
cative combinations of in-degree by ingratiation and in-degree by rationality, 
neither of which were predicted by Hypothesis 9. None of the interactions 
combining closeness with behaviors were significant. 

Of the six possible interactions with betweenness, those with upward 
appeal, exchange, and coalition formation were all significant (p « .05). Two 
of the other combinations with betweenness (ingratiation and rationality) 
were marginally significant (p « .10). Betweenness by assertiveness failed to 
reach significance (p « .11). Overall, these results support Hypothesis 10. 
Because betweenness centrality did not relate significantly to power, it ap- 
pears that mediating the communication flow must be coupled with behav- 
ioral tactics in order for a person to obtain power. 





TABLE 4 
Interaction Effects* 
Variables B AF 
Assertiveness X hierarchical level 0.471 0.12 
Ingratiation —1.923 3.06 
Rationality . —0.276 0.09 
Exchange —0.332 0.25 
Upward appeal 0.015 0.00 
Coalition formation 0.338 0.38 
Assertiveness X closeness centrality — 0.854 1.01 
Ingratiation —1.108 1.74 
Rationality —1.129 2.02 
Exchange —1.216 1.60 
Upward appeal —1.418 2.95 
Coalition formation — 1.235 3.16 
Assertiveness X in-degree centrality 0.403 0.72 
Ingratiation 0.962 4.14* 
Rationality 0.934 4.69* 
Exchange , 0.510 0.78 
Upward appeal 0.582 1.86 
Coalition formation 0.479 1.19 
Assertiveness X betweenness centrality 0.523 2.54 
Ingratiation 0.954 3.56 
Rationality 0.737 3.33 
Exchange 0.608 4.14* 
Upward appeal 0.678 5.69* 
Coalition formation 0.627 5.61* 


“N= 75. 
* p « .05 
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DISCUSSION 
Structure 


Results of this research suggest two kinds of structural position that 
serve as bases for power and constraints on behavior in organizations: formal 
position, or hierarchical level, and informal, or network position. Of these, 
position in an organizational hierarchy appears to be a source of power that 
is largely independent of the use of behavioral tactics (Astley & Sachdeva, 
1984; Astley & Zajac, 1990, 1991). Hierarchical level is the most easily rec- 
ognizable, legitimate structural position. Our results follow Wrong's (1968) 
arguments: both subordinates and superiors understand that power exists; 
specific behavioral tactics are not needed to convey this message. 

Nonetheless, results of the correlational analysis. indicate that organiza- 
tion members commonly use assertiveness and exchange in connection with 
hierarchical position. This finding is consistent with the commonly held 
belief that resources are attached to hierarchical positions. The expectation 
that resources will be used as rewards and sanctions makes assertiveness 
effective. "Y 

As a group, the informal network positions appear to be weaker, less 
recognizable sources of power that are dependent on the strategic use of 
behavioral tactics. Individuals' betweenness centrality was not positively 
related to others' perceptions of their influence, a finding inconsistent with 
previous research (Brass, 1984; Freeman, Roeder, & Mulholland, 1980; 
Krackhardt, 1990). However, the interactions of betweenness with upward 
appeal, coalition formation, and exchange were significantly related to 
power. It appears that people in a position to mediate or control the flow of 
information in an organization must use that information (to form coalitions 
or exchange it for other desired outcomes) to acquire power. 

Although closeness centrality was significantly related to power, it also 
appeared to be dependent upon strategic action. Use of the behavioral tactics 
totally mediated the positive correlations between closeness and influence. 

In-degree centrality proved to be the exception. Although partially me- 
diated by the behavioral variables, in-degree centrality also had strong in- 
dependent effects on perceptions of influence. Although it is possible that 
others seek out powerful persons, longitudinal data (Burkhardt & Brass, 
1990) suggest that in-degree centrality precedes power. The independent 
effects of in-degree centrality may also provide support for Astley and col- 
leagues' (Astley & Sachdeva, 1984; Astley & Zajac, 1990, 1991) notions of 
systemic power, or structural dependence. 

The high activity level captured by the direct contact measure of in- 
degree centrality is not only visible but also consistent with most intuitive 
notions of power, which suggest that influential people have active, exten- 
sive networks. Indirect contacts are much more difficult to observe (Krack- 
hardt, 1990). Thus, it is more likely that others would recognize and attribute 
power to people with high in-degree centrality than to those with high close- 
ness or betweenness centrality. 
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It is also possible that being the recipient of communications from many 
others may provide a person with information to use for upward appeal (r — 
.39) or coalition formation (r = .31). These two behavioral tactics were also 
significantly related to closeness centrality. Thus, it appears that informal 
network positions provide opportunities for the use of specific behavioral 
tactics. 

Although previous research (Brass, 1984; Krackhardt, 1990) has found 
that betweenness centrality is significantly related to power, our research 
did not confirm this finding. One possibility for the inconsistent findings is 
that betweenness was more strongly related to the necessary behavioral tac- 
tics in the previous studies (Brass, 1984; Krackhardt, 1990). It is possible that 
the overlap of betweenness and tactics produced the previous significant 
correlations. However, because neither Brass (1984) nor Krackhardt (1990) 
included behavioral tactics, this explanation is purely speculative. Although 
differences in samples and methods can be noted, further research is needed 
to assess the consistency of these results and determine possible explana- 
tions. 


Behavior 


Of the behavioral tactics, ingratiation and rationality were not related to 
any of the structural positions, suggesting that they are generic strategies 
used across various contexts. Although ingratiation was not independently 
related to power, rationality was. The use of logic and rationality may be 
indistinguishable from intelligence or expertise, a personal source of power 
not included in this research. Both ingratiation and rationality were partic- 
ularly effective when combined with in-degree centrality. 

In addition to rationality, assertiveness and upward appeal were related 
to power independent of structural position. Assertiveness was significantly 
related to hierarchical level and in-degree centrality, and structural position 
substantially mediated its relationship with power. Its independent effect 
may be due to a perception that assertiveness implies the control of re- 
sources, the equivalent of a successful bluff. Although upward appeal was 
significantly related to in-degree and closeness centrality, the independent 
effects suggest that it can be an effective strategy regardless of structural 
position. The combination of upward appeal and betweenness centrality 
was also significantly related to power. 

Given our theoretical reliance on exchange theory, it was surprising to 
find that exchange was not related to informal network position. Centrality 
in a communication network may provide an individual with information 
that is not exchanged but, rather, used for upward appeal or coalition for- 
mation. Alternatively, this finding is consistent with Astley and colleagues' 
arguments (Astley & Sachdeva, 1984; Astley & Zajac, 1990, 1991). 

With the exception of results concerning hierarchical level, the assump- 
tion that structural position is translated into power via strategic action 
received support. The behavioral variables partially mediated the relation- 
ship between in-degree centrality and power and totally mediated the close- 
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ness centrality power relationship. However, the structural variables also 
strongly mediated the relationships between the behavioral variables and 
perceptions of power. The significant relationships of ingratiation, ex- 
change, and coalition formation with power were nonsignificant when we 
controlled for the structural variables. Thus, we also found support for the 
notion that strategic behavior leads to advantageous structural position that 
in turn translates to power. It appears that the structure-behavior-power 
relationships are nonrecursive. As in Giddens's (1976) structuration model, 
structure may shape, and be shaped by, behavior. 


Limitations and Suggestions for Future Research 


Caution must be exercised in attempting to generalize these results to 
other organizations. Although the work in this government agency was 
somewhat flexible, the overall administrative structure could best be de- 
scribed as bureaucratic and mechanistic. The latter may in part explain the 
strong correlations of hierarchical level and use of upward appeal with per- 
ceptions of power. 

This study was also limited by the number of structural and behavioral 
variables that could practically be included. Thus, we did not have exhaus- 
tive lists of either potential sources of power or strategic behaviors. Inclusion 
of additional constraints on power, such as group membership or technol- 
ogy, and additional strategies, such as the selective use of objective criteria 
and agenda setting (Pfeffer, 1981), might have changed the results. For ex- 
ample, omission of an important behavioral tactic may explain the indepen- 
dent structural effects we found. 

Future research might benefit from extending this study at both the 
micro and macro levels of analysis. At the micro level, research should 
include personal sources of power and behavioral tactics other than those 
we examined. For example, House (1988) argued that individuals have rel- 
atively stable personality characteristics, such as their need for power, and 
cognitive attributes, such as self-confidence, that affect their willingness to 
exercise power. We would expect personal characteristics to be related not 
only to the choice of power tactics but also to structural constraints. For 
example, previous research has shown that individual attitudes and frames 
of reference are correlated with network position (Burkhardt, 1991; Erickson, 
1988; Rice & Aydin, 1991; Roberts & O'Reilly, 1979). 

At the macro level of analysis, research has shown that group member- 
ship and group centrality can affect individual power (Blau & Alba, 1982; 
Brass, 1984). Other possible constraints include technology and task and 
work flow design (Barley, 1986, 1990; Brass, 1985b; Burkhardt & Brass, 
1990). In addition, many conceptual treatments of power have noted the link 
between environmental uncertainty and critical contingencies within an or- 
ganization (cf. Mintzberg, 1983; Pfeffer, 1981). 

Our theoretical explanation of the results is also limited by the cross- 
sectional nature of the data. Thus, we cannot determine the causal direction 
of the relationships among structure, behavior, and power. For example, 
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although it appears that informal network positions provide opportunities 
for coalition formation and upward appeal, an equally plausible argument 
can be made that people who attempt coalition formation and upward ap- 
peal increase their access to others. Experimental longitudinal research is 
needed to determine the causal direction of these relationships. 

The practical difficulty of observing behavioral tactics in a field setting 
forces the use of subjective measures. In relying on self-evaluations of be- 
havioral tactics, we assumed that actors were able and willing to divulge 
such information and that any bias arising from social desirability would 
operate the same way across all respondents. Thus, it is not surprising that 
rationality had the highest mean rating, as it probably represents the most 
socially acceptable behavioral tactic. However, the strong relationships be- 
tween both rationality and power and assertiveness—a less socially desir- 
able tactic—and power suggest that any social desirability bias operated 
similarly across all respondents. 

This study also lacks any measurement of the skill of respondents in 
using the behavioral strategies. According to Mintzberg (1983), sources of 
power must be exercised in a politically skillful way. Kipnis and Schmidt 
(1988) suggested, for example, that a shotgun approach (high use of all be- 
haviors) may not be the most effective. However, our results indicated pos- 
itive, linear relationships between each of the behaviors and power. This 
finding suggests that if skill is a necessary component of power, our mea- 
sures of behavioral use somehow captured skill level as well. We might 
speculate that skillful and successful use of behavioral tactics results in 
continued use, whereas a lack of political skill and success might lead to 
discontinuation of such behavior. Given the variety of different situations in 
which people might exercise power in an organization, an individual's high 
use of all tactics might indicate the ability to flexibly match the appropriate 
tactic with the particular situation. 


CONCLUSIONS 


Taking into account the independent, mediating, and interaction re- 
sults, along with the noted limitations, we can draw several conclusions 
from this research. First, certain behavioral tactics are associated with cer- 
tain structural positions: assertiveness with hierarchical level and in-degree 
centrality, exchange with hierarchical level, and upward appeal and coali- 
tion formation with in-degree and closeness centrality. Rationality and in- 
gratiation appear to be generic strategies. 

Second, certain structural positions (hierarchical level and in-degree 
centrality) and certain behavioral tactics (assertiveness, rationality, and up- 
ward appeal) can have independent effects on others' perceptions of an 
individual's power. However, with the exception of hierarchical level, struc- 
tural positions and behavioral tactics are at least partially mediated, each by 
the other. We conclude that research focusing on either structure or behav- 
iors to the exclusion of the other is at best incomplete. 
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Third, particular combinations of behaviors and structural positions are 
related to perceptions of influence beyond their additive effects. These in- 
clude in-degree centrality combined with ingratiation and rationality and 
betweenness centrality combined with most of the behaviors. 

In attempting to identify the conditions that foster or limit the various 
possibilities, we arrived at an explanation consistent with our findings, the 
various theories, and some of the previous laboratory results of Molm (1990). 
Following Molm, we conclude that strategic action can be used to compen- 
sate for relatively weak resources. Skillful political activity is one tool for 
overcoming a lack of resources or making less valuable resources more po- 
tent. Actors in powerful positions, who control ample resources, are less 
dependent on their capabilities to use resources strategically than are actors 
who lack ample resources. Thus, level in the hierarchy was not mediated by 
behavioral tactics, in-degree centrality was partially mediated by actions, 
closeness centrality was totally mediated by behaviors, and power from 
betweenness centrality required the use of behavioral strategies. The use of 
behavioral tactics, in turn, leads to increased resources and an advantageous 
structural position. Thus, structure also mediates the behavior-power rela- 
tionship. 

Although these conclusions might best be thought of as propositions 
requiring further testing, at a minimum they demonstrate the value of in- 
cluding both the behavioral and structural perspectives in research on 
power. Not only are empirical studies of power rare, but the previously 
fragmented approaches belie the underlying complexities of the phenome- 
non. Although it's apparent that both structural position and behavioral 
tactics are strong predictors of power in an organization; the expectation that 
power results from a close match between the two is more complex. Cer- 
tainly the interaction and mediating effects found here suggest that position 
and action are intertwined, yet the independent effects cannot be ignored. In 
some cases, potential cannot be separated from use; in other cases, the two 
are distinct phenomena. Thus, although the results of this study are best 
viewed as a first attempt, the heuristic value of the assumptions underlying 
Structuration theory is evident. As proposed by Giddens (1979) and ad- 
vanced by others (Barley, 1986, 1990; Ranson, Hinings, & Greenwood, 1980; 
Zeitz, 1980), that theory provides a framework for examining contradictory 
results and integrating conflicting conceptual perspectives and levels of 
analysis. It provides an opportunity for investigating phenomena and iden- 
tifying patterns and regularities that advance understanding beyond micro- 
macro distinctions and either-or propositions. 
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The reported research investigated the relative impacts of individual 
attributes, formal position, and network centrality on the exercise of 
individual power, measured as involvement in technical and adminis- 
trative innovations. Centrality was more important for administrative 
innovation roles, and rank and centrality were indistinguishable in 
their effects on technical innovation roles. Centrality also appeared to 
mediate the impact of individual attributes and formal position on ad- 
ministrative innovation roles to a greater extent than it mediated their 
impact on technical roles. Results suggest that an organization's infor- 
mal structure may be more critical than its formal structure when the 
exercise of power requires extensive boundary spanning and that 
sources of power have both general and innovation-specific effects. 


The origins of power and innovation in organizations bave long been of 
central concern to organizational scholars. A vast amount of research has 
. been devoted to identifying individual and structural determinants of power 
acquisition (e.g., Bacharach & Lawler, 1980; Kanter, 1979; Kotter, 1985; 
Mintzberg, 1983; Pfeffer, 1981; Salancik & Pfeffer, 1977) and innovative out- 
comes (e.g., Aiken, Bacharach, & French, 1980; Daft, 1978; Damanpour, 
1988; Downs & Mohr, 1976; Kanter, 1983, 1988; Kimberly, 1981). With a 
resurgence of interest in informal, or emergent, networks of relationships in 
organizations (Monge & Eisenberg, 1987), the manifest potential for new 
theoretical insights into these phenomena and their relationships has been 
accentuated (Astley & Sachdeva, 1984; Fombrun, 1982). 

Despite a widespread scholarly consensus that informal organizational 
networks are a powerful mechanism for the control and distribution of a 
wide array of resources (Brass, 1992; Krackhardt, 1990) and that they play a 
critical role in organizational innovation processes (Aiken et al., 1980; Allen, 
1984; Burt, 1982; Kanter, 1983; Tushman, 1977), empirical evidence linking 
networks, power, and innovation is scarce. As a result, several key areas of 
ambiguity characterize the literature. First, although individuals propose 
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innovative ideas, develop them, and advocate their implementation, most 
innovation research has been conducted at the organizational level of anal- 
ysis, ignoring individual variability in power, network access, and innova- 
tion roles (Aiken et al., 1980). 

Second, whereas current thinking encompasses the existence of multi- 
ple bases of power in organizations (Astley & Sachdeva, 1984; Pfeffer, 1981), 
exploration of the potentially different impacts of various power sources on 
different types of innovation processes has been lacking. Finally, few em- 
pirical reports have considered a wide enough range of sources of power to 
test competing hypotheses and fewer studies still have employed behavioral 
rather than reputational dependent variables. 

This study was an attempt to extend innovation research to both the 
individual level of analysis and the domain of informal organization by 
investigating the relative contributions of individual attributes, formal 
organizational position, and network centrality in regulating access to the 
flow of information and resources deemed necessary for the enactment of 
power, in this case measured as bringing new administrative and technical 
ideas to life. I also argue that although reputational measures of power have 
been used satisfactorily (Brass, 1992), if power is defined as the ability to 
affect outcomes or get things done (Mintzberg, 1983; Salancik & Pfeffer, 
1977), it must also be studied by investigating behavioral outcomes, such as 
innovation roles. 


POWER AND INNOVATION IN ORGANIZATIONS 


Power has been defined in many ways. Several authors have defined it 
as the ability to overcome resistance to achieving a desired result (Astley & 
Sachdeva, 1984; Dahl, 1957; House, 1988; Pfeffer, 1981). Mechanic wrote 
that power was “any force that results in behavior which would not have 
occurred if the force had not been present” (1962: 351). A distinction is often 
made between an individual's having a base of power, which is a personal or 
positional attribute, and the enactment of power, or the successful use of that 
base (Bacharach & Lawler, 1980; Brass, 1992). I focused on both potential 
power, defined as bases or sources of power, and the use of power, defined 
as the ability to affect outcomes (Mintzberg, 1983; Salancik & Pfeffer, 1977) 
and measured in terms of individuals' roles in innovation processes. 


Determinants of Innovation Roles 


Individuals' innovation involvement, or the roles they play in technical 
and administrative innovation processes, was used here as an indicator of 
the exercise of power. I took a political perspective on innovation: organ- 
izations, not individuals, adopt and implement innovations; consequently, 
bringing about a change in the status quo requires an individual to use power 
and influence to persuade others of the desirability of the change and to 
mobilize support, information, and material resources or to overcome resis- 
tance to the change (Kanter, 1983, 1988; Kimberly, 1981; Van de Ven, 1986). 
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A broad range of empirical findings has highlighted the relationsbip 
between power-related variables and innovation. Innovators are likely to 
have high seniority, which indicates systemic legitimacy and knowledge of 
how to navigate an organization's political waters (Kimberly & Evanisko, 
1981; Zenger & Lawrence, 1989). They also derive power from access to 
information: Innovators tend to be cosmopolitan in that they are highly 
involved in professional activities (Daft, 1978; Kimberly & Evanisko, 1981; 
Menzel, 1960; Robertson & Wind, 1983) or occupy boundary-spanning po- 
sitions that link an organization's internal network to external sources of 
information (Aiken et al., 1980; Tushman, 1977). Formal authority plays a 
critical role: The higher their position in the formal hierarchy, the more 
likely individuals are to be successful innovators (Baldridge & Burnham, 
1975; Knight, 1967). Most of the research yielding these findings, however, 
has been conducted at the organizational level of analysis; thus, researchers 
have aggregated variables as organizational properties, and variability 
among organizational members— with respect to both innovation correlates 
and degrees of involvement in innovation processes—has been obscured 
(Aiken et al., 1980). 

Further, most innovation research that has called attention to the role of 
informal networks in innovation processes has not analyzed those networks 
systematically (e.g., Frost & Egri, 1991; Galbraith, 1982; Kanter, 1983; Maid- 
ique, 1980; Van de Ven, 1986); with the notable exception of research on 
communication roles in R&D organizations (Allen, 1984; Tushman, 1977). 
Kanter (1983, 1988) described the relationships among power, informal net- 
works, and innovation most comprehensively; in her view, three sets of 
required resources, or "power tools"— information, resources, and sup- 
port— must be acquired and invested in order for a new idea to be approved 
or tolerated and implemented. Kanter argued that although some of these 
resources may be attached to an individual's formal organizational position, 
most must be acquired through informal network connections. However, few 
investigations have assessed differences in the innovative activities of peo- 
ple possessing varying amounts of power resources (Aiken et al., 1980) stem- 
ming from formal or informal sources. 

A second issue deriving from Kanter's theory of innovation power tools 
is the potentially different power requirements associated with different 
types of innovations. Innovation theorists have distinguished administrative 
from technical innovations. Technical innovations are directly related to the 
primary work activity of an organization and include the introduction of 
new products, services, and production process technologies (Damanpour, 
1988). Administrative innovations involve changes in structure and admin- 
istrative processes; they are indirectly related to the basic work activities of 
a firm and more directly related to its internal management (Damanpour, 
1988). Proponents of this distinction argue that different types of innova- 
tions are associated with different demands and constraints, require differ- 
ent decision processes, and thus may require the mobilization of different 
sources of power (Daft, 1978; Downs & Mohr, 1976; Kimberly & Evanisko, 
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1981). The most widely cited theory is Daft’s (1978) dual-core model, which 
suggests that technical innovation is a bottom-up process initiated and sup- 
ported by lower-level employees with expertise in the technical core activ- 
ities of an organization, and administrative innovation is the domain of 
administrators or upper-level managers who initiate a top-down adoption 
and implementation process. At the organizational level of analysis, limited 
evidence suggests that different variables predict technical and administra- 
tive innovation roles (Aiken et al., 1980; Damanpour, 1987; Kimberly & 
Evanisko, 1981; Zmud, 1984), but most empirical studies have not distin- 
guished between innovation types (Damanpour, 1988; Downs & Mohr, 
1976). Further, a clear problem for generalization to the individual level is 
that few studies have explored the role of multiple sources of power, in- 
cluding network sources, in different innovation domains. 

Although both technical and administrative innovations may require 
access to the same categories of power tools, I suggest that the domain in 
which influence is sought determines the pertinent bases of power (Krack- 
hardt, 1990; Pfeffer, 1981). The following section briefly reviews the litera- 
ture on sources of power and proposes relationships between diverse power 
bases and technical and administrative innovation roles. 


Sources of Power 


Most categorizations of sources of power distinguish between personal 
and structural sources (French & Raven, 1959; Mechanic, 1962). Structural 
sources, in turn, can be divided into those derived from formal and informal 
structures, or, as Astley and Sachdeva (1984) suggested, into three catego- 
ries: formal authority, subunit membership, and network centrality. 

Personal sources of power. Expertise stemming from individual attrib- 
utes such as experience, seniority, education, and professional activity is an 
important source of power (French & Raven, 1959), particularly for lower- 
level organization members lacking formal authority (Mechanic, 1962; Tush- 
man & Romanelli, 1983). These variables are also status characteristics that 
confer legitimacy and are convertible into a wide array of social resources, 
including power and influence (Lin, 1982). Researchers have viewed tenure, 
for example, as a surrogate for systematic legitimacy and knowledge of how 
to navigate an organization's political waters to achieve desired outcomes 
(Kimberly & Evanisko, 1981). 

Empirical reports and theoretical arguments suggest that this set of vari- 
ables is more highly associated with technical than with administrative 
power and innovation (Fombrum, 1983; Tushman & Romanelli, 1983). Most 
of the evidence pertains to professional activity, which appears to be more 
directly related to technological than administrative innovation (Daft, 1978; 
Damanpour, 1987; Evan & Black, 1967). Professional activity indicates pos- 
session of extraorganizational contacts, which provide key channels by 
which information concerning innovations is transmitted (Aiken & Hage, 
1971). Previous work experience also plays an important role in the flow of 
ideas across organizational boundaries (DiMaggio & Powell, 1983). Educa- 
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tion inculcates receptivity to new ideas, which appears to be primarily im- 
portant for technical innovation (Kimberly & Evanisko, 1981; Zmud, 1984). 
Thus, 


Hypothesis 1: Personal sources of power will be better 
predictors of technical innovation roles than of adminis- 
trative innovation roles. 


,Formal-structural sources of power. Hierarchical, or legitimate, power 
(French & Raven, 1959) is based on formal authority, which corresponds, 
although not perfectly, to power, responsibility, and discretion over a range 
of resources (Tushman & Romanelli, 1983). A consistent finding has been 
that those in positions of authority most strongly influence innovation (Bald- 
ridge & Burnham, 1975; Van de Ven, 1986). Power also derives from the 
horizontal division of labor; individuals may acquire power by virtue of 
their membership in subunits that are instrumental either in providing re- 
sources that the total organization values highly (Fombrun, 1983; Hinings, 
Hickson, Pennings, & Schnenk, 1974; Pfeffer, 1981; Pfeffer & Salancik, 1978; 
Salancik & Pfeffer, 1977) or in coping with uncertainty (Hinings et al., 1974). 
Resource and uncertainty control may stem either from boundary-spanning 
positions or from positions at the core of an organization's work (Astley & 
Sachdeva, 1984). 

Daft's (1978) dual-core model applies directly to this set of variables: 
formal authority is expected to be most strongly associated with adminis- 
trative decision making, and subunit membership plays a more important 
role in technical innovations. Research at the organizational level of analysis 
indicates that variables pertaining to an organization's formal hierarchy, 
such as centralization, relate more closely to administrative than to technical 
innovation (Daft, 1978; Damanpour, 1987; Evan & Black, 1967; Kimberly & 
Evanisko, 1981), but variables pertaining to the horizontal division of la- 
bor— such as specialization, complexity, and differentiation —tend to be 
better predictors of technical innovation (Damanpour, 1987; Kimberly & 
Evanisko, 1981). Research on sources of power, however, suggests that for- 
mal authority is a primary determinant of both perceived (Fombrum, 1983; 
Krackhardt, 1990; Tushman & Romanelli, 1983) and exercised decision- 
making power (Hambrick, 1981) in a range of domains. Extrapolating to the 
individual level of analysis, I would expect that high-ranking individuals 
will be more highly involved in administrative innovation than in technical 
innovation; but since, as was noted above, technical change operates in a 
bottom-up fashion and is driven by people working in subunits responsible 
for core activities, I would also expect that technical core membership will 
be more important than formal authority for involvement in technical inno- 
vation. 


Hypothesis 2: Formal authority will be a more significant 
predictor of administrative innovation involvement than 
subunit membership. 
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Hypothesis 3: Subunit membership will be a more signif- 
icant predictor of technical innovation involvement than 
formal authority. 


Network centrality. A third structural source of power arises from hold- 
ing a central position within emergent, as opposed to formally prescribed, 
networks of relationships (Astley & Sachdeva, 1984; Bacharach & Lawler, 
1980; Mechanic, 1962; Pfeffer & Salancik, 1978). Like formal authority, net- 
work centrality implies a high position in a status hierarchy; like subunit 
membership, it also implies different degrees of access to and control over 
valued resources (Burt, 1982). The key difference between formally and 
informally derived power is that the latter comes from actors' positions in 
the actual patterns of interaction that define a social network rather than 
from their positions in the formally defined vertical and horizontal division 
of labor (Monge & Eisenberg, 1987). 

Research evidence at the small-group, organizational, and interorgan- 
izational levels of analysis strongly indicates that network centrality is a 
significant source of power (see Brass [1992] for a comprehensive review). 
Intraorganizational studies that have used systematic indicators of network 
position (Brass, 1984; Brass & Burkhardt, 1992; Fombrum, 1983; Krackhardt, 
1990; Tushman & Romanelli, 1983), however, have employed reputational 
dependent variables, raising questions about the generalizability of findings 
to behavioral indicators of the exercise of power. Further, few have been 
concerned with innovation processes. A significant exception is the work of 
Aiken and colleagues (1980). 

Two sets of research findings are pertinent in considering whether or 
not network centrality might be expected to have similar impacts on tech- 
nical and administrative innovation. On the one hand, most network- 
analytic evidence of the role of informal networks in innovation processes 
has come from research exclusively concerned with technical innovation 
(Allen, 1984; Tushman, 1977). On the other hand, a larger body of qualitative 
and case study research suggests that informal networks play an important 
role in both administrative and technical innovation processes (e.g., Frost & 
Egri, 1991; Kanter, 1983; Van de Ven, 1986) because although the specific 
types of information, resources, and support needed for administrative and 
technical innovation may differ, both types of processes require such basics 
as political intelligence; for instance, information on potential supporters 
might be needed in the case of administrative innovation, and advice on how 
to make a convincing case for the innovation might be needed for technical 
change (Kanter, 1983). In a discussion of both types of innovation processes, 
Kanter noted that “corporate entrepreneurs often have to pull in what they 
need for their innovation from other departments or areas, from peers over 
whom they have no authority and who have the choice about whether or not 
to ante up their knowledge, support, or resources, to invest in and help the 
innovator" (1989: 189). Similarly, Frost and Egri (1991) argued that the suc- 
cess or failure of an administrative innovation hinges on the political skills 
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of the innovator, and Aiken and colleagues (1980) found that high rates of 
internal verbal communication increased both technical and administrative 
proposals by middle-echelon employees, with stronger relationships to ad- 
ministrative proposals. ` 

Thus, although specialized communication networks may have greater 
bearing on technical innovation roles, centrality within more broadly de- 
fined organizational interaction networks may be expected to have impor- 
tant effects on innovation roles in both domains. I suggest, therefore, that net- 
work centrality, because it is based on actual interaction patterns and resource 
exchanges, more realistically represents an individual’s access to administra- 
tive and technical innovation requirements than do other sources of power. 


Hypothesis 4: Network centrality will be a more signifi- 
cant predictor of both administrative and technical inno- 
vation involvement than alternate sources of power. 


Finally, a wealth of evidence indicates that network centrality is not 
independent of the other bases of power reviewed above. Determinants of 
centrality include formal authority (Lincoln & Miller, 1979; Miller, 1986; 
Miller, Labovitz, & Fry, 1975; Olson & Miller, 1983), boundary spanning in 
the form of client relations and external work contacts (Miller, 1986), edu- 
cation and expertise (Lincoln & Miller, 1979; Miller, 1986), and seniority 
(Fombrum, 1983). Thus, instead of viewing individual, formal-positional, 
and network variables as independent sources of variance, in this study 
individual characteristics and formal positions are proposed to also influ- 
ence innovation involvement indirectly, through their impact on centrality. 

Indeed, the previously discussed theoretical arguments linking personal 
sources of power to innovation roles suggest that variables such as profes- 
sional activity, experience, and tenure affect innovation processes because 
they affect access to information and resource flows; thus, a mediating role 
for network variables is implicit. A similar explanation applies to subunit 
membership. Beyond a direct effect on innovation involvement stemming 
from the specific types of information and expertise subunits control, an 
indirect effect, mediated by centrality, can be expected to result either from 
the more general power and prestige associated with the ability to channel 
the functional contributions of groups that are not directly connected in the 
work flow or from access to valued external sources of information (Astley 
& Sachdeva, 1984). Finally, the frequently observed imperfect correlation 
between formal rank and actual influence provides an explanation for a 
hypothesized mediating effect for centrality; individuals who hold high for- 
mal positions but who are excluded from informal interaction are not likely 
to play a significant role in decisions pertaining to innovations. 


Hypothesis 5: Network centrality mediates the effects of 
individual attributes and formal position on innovation 
involvement. 


Figure 1 provides a summary of the hypothesized relationships. 
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FIGURE 1 
Summary of Hypothesized Relationships? 
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* Only the strongest relationships are depicted. 


METHODS 
Research Site 


This research was conducted in an advertising and public relations 
agency. The agency was owned by its top management team and was located 
away from major urban centers; the agency's employees described it as in- 
sulated from the rest of the industry. Firm size, as measured by number of 
employees and billings (advertising revenues), had nearly doubled in the 
three years prior to this study. This period had been a turbulent one, with net 
growth requiring the replacement of business lost as a result of major client 
defections and substantial advertising budget cuts by remaining clients. At 
the time of data collection, the firm contained 94 full-time employees. 

The agency was organized, as are most advertising firms, into account 
services, creative services, operations (production and traffic), and various 
support departments, including media and accounting. Again, as in most 
agencies, relations among these groups were often strained. Friction between 
the creative groups and account services was common. The primary alle- 
giance of account services employees is to the agency, and their job is cus- 
tomer satisfaction. The members of creative staff, on the other hand, judge 
their performance against that of peers in the profession, and they are pri- 
marily interested in opportunities for unrestricted creativity. Thus, account 
services members commonly accuse the creative staff of unwillingness to 
consider their client's needs, and the artists and writers claim that account 
services lacks concern for feasibility or creative quality. Both the account 
services and creative staffs were often in dispute with media and accounting, 
who were viewed as “paper pushers” fulfilling no essential function. 

Account services tends to be the most powerful department in an ad- 
vertising agency because its members control the agency's sole source of 
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revenues—the clients. The many uncertainties that characterize the client 
relationship enhance the department's elite status and concomitant power: 
in advertising there is typically no specified period of time during which 
agencies are assured of employment, and it is not unusual for clients to 
terminate relationships with agencies abruptly (Comanor, Kover, & Smiley, 
1981). The creative staff, however, can win national advertising awards, a 
critical form of recognition that is instrumental in attracting and retaining 
clients. 


Respondents 


Network analysis requires appropriate determination of the boundaries 
of the network under study since errors can distort the overall configuration 
of the actors in a system (Laumann, Marsden, & Prensky, 1983). For this 
reason, in defining the network population, I included all professional staff 
members a priori and used an iterative boundary definition method to de- 
termine what secretarial staff members to include in the study. My decision 
rule was to enlarge the network population to include any secretary who was 
nominated by more than 2 of the initial 73 respondents in answer to the 
sociometric questions described below; two or fewer nominations were 
deemed to indicate sufficient network marginality to warrant exclusion from 
the study. 

Once a network has been identified, network analysis requires collect- 
ing data from all members because, at present, no generally accepted tech- 
niques for sampling within a network exist (Rogers & Kincaid, 1981). The 
response rate was 97.5 percent of the network population, defined as the 
entire professional staff as well as the seven members of the clerical- 
secretarial staff whose inclusion was warranted according to the iterative 
method. These additional employees did not nominate anyone else more 
than twice, so I included no further respondents in the study. In all cases, 
participation was voluntary, and respondents were assured that their re- 
sponses would be kept confidential. 


Measures 


The research was conducted in two phases. In the first phase, I sought 
to better understand the research context through unstructured interviews 
with representatives of the various organizational groups. This process al- 
lowed on-site determination of network boundaries and produced an ex- 
haustive list of the innovations introduced by the organization in the three 
years prior to data collection. The data reported here were collected in a 
second phase via structured interviews in which respondents were admin- 
istered a questionnaire concerning innovation involvement, a sociometric 
questionnaire, and a background information sheet. 

Network centrality. On the sociometric questionnaire, respondents 
were asked to name the people in the agency (1) “with whom you discuss 
what is going on in the organization," (2) “who are important sources of 
professional advice, whom you approach if you have a work-related problem 
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or when you want advice on a decision you have to make,” (3) “that you 
know you can count on, whom you view as allies, who are dependable in 
times of crisis," (4) "that you have personally talked to over the past couple 
of years when you wanted to affect the outcome of an important decision," 
and (5) “who are very good friends of yours, people whom you see socially 
outside of work." Answers to these questions provided the raw data used to 
define communication, advice, support, influence, and friendship networks, 
respectively. 

Centrality was operationally defined as “aggregate prominence” (Knoke 
& Burt, 1983), a measure that indexes centrality as a function of the centrality 
of those to whom an individual is connected through direct and indirect 
links (Bonacich, 1987). Rather than allowing all relationships of equal prox- 
imity to contribute equally to an actor's centrality, as do closeness centrality 
indexes (Freeman, 1979),* an aggregate prominence index assesses centrality 
as increased by connections to others who are highly central. Thus, the 
highest level of centrality is assigned to actors with the closest relations with 
many central actors (Bonacich, 1987).? 

In computing the centrality ratings, I did not symmetrize relations: the 
distinction between being the source and the object of a relation was pre- 
served (Burt, 1982) for two reasons. First, many relationships, particularly 
those to which advice and influence are central, are not inherently symmet- 
rical; even intimate relationships such as friendship may be asymmetrical 
since conceptions of closeness vary across individuals (Krackhardt, 1990; 
Marsden, 1990). Analyses of reciprocation rates confirmed this view of sym- 
metry; these rates were 37, 32, 47, 19, and 46 percent for the communication, 
advice, support, influence, and friendship networks, respectively. As would 
be expected, networks of more intimate relationships, like friendship and 
support, had higher reciprocation rates, providing some evidence of the 
reliability of those measures. The second rationale for preserving observed 
asymmetries is that high-status individuals are less likely to reciprocate their 
lower-status contacts’ nominations than vice versa (Krackhardt, 1987).? I 
therefore expected that reciprocation rates would be in the moderate range 
and that the arbitrary symmetrization of relationships would obscure power 
differentials. 


1 Closeness centrality indexes were also computed. Correlations with the aggregate prom- 
inence scores reported here did not descend below .98. 
2 Aggregate prominence was computed as follows (Knoke & Burt, 1983): 


N 
gG = > Cn, 


(EA) 


where C, is the centrality of actor j, C, is the centrality of actor i, N is the population size, zu is 
the distance between actors i and j and varies from 0 to 1 as the number of indirect links between 
them decreases, and g is the maximum eigenvalue of the aggregate relation matrix. Centrality 
scores range from 0 to 1, with higher values indicating greater centrality. 

? Marsden (1990) reviews factors that systematically affect reciprocation rates. 
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As is typical in network research, the five centrality indexes were based 
on responses to one question each. Although critics have argued that asking 
a single sociometric question is equivalent to measuring an attitude with a 
single-item scale (Rogers & Kincaid, 1981), in an extensive review of the 
research evidence Marsden (1990) concluded that network indexes are 
largely reliable when measures are taken to facilitate individuals' capacity to 
recall and report their network links accurately. Measures taken to ensure 
reliability, as recommended by Marsden, included pretesting and providing 
respondents with a one-page alphabetical list of all the agency's employees 
as a recognition aid to be used in filling out the network questionnaire. 
Respondents were not restricted to a fixed number of nominations (Holland 
& Leinhardt, 1973; Rogers & Kincaid, 1981). Ten blanks were provided after 
each sociometric question, but respondents were told that they could create 
additional blanks as needed.* Network questions were also constructed to be 
specific; for instance, instead of referring to people “who are friends," the 
relevant question referred to people "who are very good friends of yours, 
people whom you see socially outside of work" (Bandura, 1986; Rogers & 
Kincaid, 1981). Questions were also constructed to elicit typical patterns of 
interactions. It has been shown that although people's recall of interactions 
within a highly circumscribed period of time, such as one day, are largely 
inaccurate (Bernard, Killworth, Kronenfeld, & Sailer, 1984), people are re- 
markably accurate in reporting their typical patterns of relations (Freeman, 
Romney, & Freeman, 1987). 

The construct validity of measures is judged against the standard of 
whether the results obtained perform as they should according to extant 
theory. Network theory distinguishes between instrumental network ties 
that arise in the course of work-role performance and involve the exchange 
of job-related resources, and expressive, or primary, ties that primarily pro- 
vide friendship and social support (Fombrun, 1982; Krackhardt, 1990; 
Tichy, Tushman, & Fombrun, 1974). In this study, I expected the influence 
and advice networks to represent instrumental networks and the friendship 
network to represent an expressive network. Moreover, it is well established 
that individual characteristics that confer status both within organizations 
and the larger society tend to increase centrality (e.g., Lincoln & Miller, 
1979). Thus, higher correlations among the instrumental centrality indexes 
than between the instrumental and expressive centrality indexes and high 
correlations between the centrality indexes and the other independent vari- 
ables, including rank and professional activity, can be viewed as evidence of 
construct validity. 

Individual attributes and formal position. Education was coded as a 
three-level variable (0 = no college degree, 1 = college degree, 2 = graduate 


* Rogers and Kincaid (1981) argued that the structure of a network does not fully emerge ' 
unless respondents are allowed to make at least seven sociometric choices because a more 
restricted choice format tends to yleld only the respondents' strongest relationships. Weaker 
ties are critical to understanding network structure because they serve as links between cliques. 
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degree). Tenure in the organization was measured in years. The prestige of 
past work experience was also a dummy variable, with a value of 1 indicat- 
ing previous experience in a Fortune 500 or an "Advertising 100" firm.® 
Professional activity was also a three-level variable (0 — no activity, 1 — 
belongs to professional societies or attends meetings of professional societ- 
ies, 2 — belongs to professional societies and attends their meetings). 

Since the organization was composed of nine small departments, each 
respondent was assigned to one of three larger "departments" defined by 
aggregating departments that were located on the same floor of the facility, 
were in constant contact with each other, held similar positions in the work 
flow, or had equivalent levels of status. Department 3 included public rela- 
tions and account services, the two groups responsible for client relation- 
ships and thus, the most critical boundary spanners. Department 2 included 
the creative, research, production, and traffic departments, where the core 
work of the firm was conducted. Department 1 included the media and 
accounting departments, which provided support services to the core work- 
ers and boundary spanners. Department was coded with the dummy vari- 
ables 3 and 2, with department 1 as the reference category. 

Although the firm had no formally published organization chart, senior 
management identified five distinct levels of formal authority that were 
independent of whether individuals held professional or administrative 
jobs. Senior management included the president and vice presidents. Em- 
ployees who directly reported to them comprised middle management, a 
group that included all the firm's star artists and writers who were not vice 
presidents. The third layer of the firm consisted of supervisors and lower- 
level professionals. This stratum differed from the next, the entry-level em- 
ployees, in individuals' years of experience, tenure in the firm, and job 
responsibilities. At the lowest level was the secretarial-administrative staff. 
Thus, respondent rank was coded as follows: 5, senior management; 4, mid- 
dle management; 3, supervisors and lower-level professionals; 2, entry-level; 
1, secretarial. 

Innovation involvement. Following Kanter (1983), I defined innovation 
as the process of bringing any new problem-solving idea into use. This 
definition was specified by two conditions: (1) the idea involved had to be 
either new or a major modification of what existed previously; and (2) the 
idea had to have been implemented, used, and firmly in place in the organ- 
ization. These conditions reflect two related ways in which power can be 
exercised: affecting the consideration of a new idea and having it adopted or 
implemented. 

Damanpour argued that an organizational perspective on innovation 
requires consideration of all innovations adopted within a specific time 
period: "Studies that arbitrarily select only one or a few innovations— 
among the many innovations adopted by an organization— cannot provide 
accurate data about structural requirements for innovation" (1988: 562). In 


5 The “Advertising 100” is a list of the 100 leading national advertisers compiled by Ad- 
vertising Age, Crain Communications, Inc., Chicago, Illinois. 
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TABLE 1 
Innovations Studied 
Administrative Technical 
1. Introduction of company newsletter 13. Micromarketing joint venture 
2. Creation of personnel department 14. New client compensation scheme 
3. New performance appraisal system 15. Data base on newspaper circulation 
4. Job posting penetration 
5. Employee survey 18. New strategy for generating clients 
6. Employee information data base 17. New process for generating clients 
7. Presentation skills training 18. New use of market research 
8. Media training 19. New client management structure 
9. New advancement system for 20. Brainstorming techniques 
support staff 21. Creative input work-flow process 
10. Accounting department 22. Production department involvement 
computerization in creative process 
11. Creation of middle management 23. New process for estimating 
group production costs 
12. Conflict management program 24. Public relations and creative 


collaboration process 


an effort to address this criticism, as well as the other principal explanation 
given for the instability of findings in the innovation literature, failure to 
distinguish between different innovation types (Damanpour, 1988; Downs & 
Mohr, 1976), I identified the 24 innovations introduced in the three years 
prior to the research. Table 1 lists these innovations and groups them into 
the administrative and technical domains. The latter involved changes in the 
firm's processes and procedures for producing advertising and managing 
client relations; product innovations (those made in actual advertising cam- 
paigns) were not studied. 

The two dependent variables, administrative and technical innovation 
involvement, were operationally defined as an individual's level of involve- 
ment in bringing the new ideas into use. In coding respondents' level of 
involvement, I employed three forms of evidence: (1) their self-reported 
roles, (2) their interview descriptions of behavior that brought about an 
innovation, and (3) others' accounts of the respondents' involvement. The 
goal of coding was to obtain convergence among the three, thus increasing 
the accuracy of the retrospective reports (Huber & Power, 1985). As Huber 
and Power (1985: 176—177) recommended, I applied several other guide- 
lines for eliciting accurate data, which included ensuring anonymity and 
confidentiality, pretesting the clarity of the questionnaire, and establishing a 
contract with the firm to provide feedback on study results, thus fostering a 
sense that management would benefit from involvement in the study and 
providing an incentive for respondents to provide accurate data P 


? Appropriate question structuring is also critical for accuracy (Huber & Power, 1985). In 
this research, I took the following steps: (1) all 24 innovations were listed on a questionnaire, 
and respondents were instructed to circle their level of involvement using the four categories 
discussed, and (2) respondents were subsequently interviewed about each of the innovations 

(continued) 
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The final coding scheme was based on confirmation of the following 
behaviors for each innovation type separately: (1) initiation, which com- 
prised idea generation, problem or opportunity identification, and advocacy, 
(2) information seeking, consisting of seeking information about the inno- 
vation or about possible organizational responses to it, (3) obtaining ap- 
proval, (4) development, or working to transform the idea into a usable 
process or structure, and (5) implementation, or participation in putting it in 
place. 

Individuals involved in at least four of the five types of behavior whom 
others identified as responsible for the initiation of a particular innovation 
were placed in the bighest category of involvement. Those involved in at 
least two of the five whose names were mentioned in others' descriptions of 
how the innovation took place were placed in the next. Since only three 
individuals fell into this second category, I combined it with the first to form 
a “major role" category (N = 19). Individuals who evidenced only one type 
of behavior were classified into a second category, "minor role" (N = 32). No 
confirmation by others was required for coding within this category. Indi- 
viduals in the final category, “no involvement" (N = 28), were those for 
whom no evidence of innovation involvement was obtained.’ Appropriate 
involvement in only one innovation effort was the requirement for inclusion 
in any of these categories. The categories were mutually exclusive, so the 
highest level of involvement in any one innovation determined the category 
into which an individual was placed. 


Data Analysis 


Since the values of the dependent variables were limited to three or- 
dered categories, I used logistic regression models (Aldrich & Nelson, 1984). 
The models were estimated using iterative maximum likelihood procedures 
and yielded a goodness-of-fit statistic. This test assesses significance, or 
model fit, but does not provide an index of the model's predictive ability. In 
the present analyses, I used "polytomous" (multiple-dependent-variable) 
models to estimate the probability that an individual played a major or 
minor innovation role rather than falling into the reference category of no 
involvement.? 

The three sets of independent variables were analyzed hierarchically, 
starting with an assessment of the contribution of the individual attribute 
variables, followed by the formal position variables, and finally, network 


they claimed to have played a role in. The interview questions included the following: ''De- 
scribe how the innovation took place," "What was your role?" “Whom did you work most 
closely with? What did they do?” “Did anyone provide resources, such as time, money, staff, to 
enable you to do this? Who? What?" and “Who gave the final go-ahead?” 

? To estimate the reliability of the coding scheme, an assistant and I independently coded 
a random sample of 50 instances of innovation behavior. The percentage of agreement was 86, 
and the Spearman correlation estimate of interrater reliability was .85. 

8 Analyses were conducted using LIMDEP (Greene, 1988). 
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centrality. The contribution of one or more variables was assessed with a 
likelihood ratio test, which compares the goodness of fit of a pair of nested 
models distinguished by one or a set of variables (Bishop, Fienberg, & Hol- 
land, 1975). The measure of goodness of fit is G? (—2 times the logarithmic 
likelihood), which is distributed as a chi-square statistic. The likelihood 
ratio test is performed by taking the difference between the G? values of the 
two models; the degrees of freedom are equal to the number of parameters 
distinguishing the models. 

To assess the predictive ability of the models, pseudo-R? statistics were 
computed as 1 — L(X)/Ly, where L{X) is the logarithmic likelihood of the 
explanatory model and L, is the logarithmic likelihood of the null model 
(Judge, Griffiths, Hill, & Lee, 1980). This statistic compares the percentage of 
uncertainty explained by a model of interest with that explained by a null 
model. Pseudo-R? ranges from 0 to 1 and can be interpreted like R?, although 
values of pseudo-R? tend to be lower than R? values for models that fit the 
data well. 


RESULTS 
Validity and Reliability of the Centrality Measures 


Table 2 reports means, standard deviations, and correlations. As noted 
earlier, support for the theoretical distinction between instrumental and 
expressive networks, and the association between status variables and cen- 
trality, constitute evidence of the validity of the centrality indexes. Results 
suggest that the friendship network is most distinct from the others; it is the 
only network that taps interaction outside of work. Although influence cen- 
trality was highly correlated with the other centrality indexes, and most 
highly with advice centrality, its highly skewed distribution (only 12 re- 
spondents received a nonzero rating) suggests its distinctiveness and simi- 
larity to a prescribed network: It consisted of all but one of the senior man- 
agers and three middle managers. Consonant with the reciprocation rates 
discussed earlier, which were expected to increase as both the expressive 
content of, and degree of access to, a network increased, the lowest organ- 
izational means were for influence and advice centrality (.10 and .25), and 
the highest means, indicating broader access, were obtained for the friend- 
ship and support networks (.42 and .45). 

Also consistent with previous research (Blau & Alba, 1982; Brass, 1984; 
Lincoln & Miller, 1979; Miller, 1980; Roberts & O'Reilly, 1979), despite mean 
differences, the five types of centrality are highly correlated (r's = .35—.86, 
p « .001). The pattern of correlation, however, follows the instrument- 
expressive distinction. The lowest correlation obtained was between friend- 
ship and influence centrality (r — .35), followed by the correlation between 
advice and friendship centrality (r — .50). Advice, communication, and 
support centrality were the most highly correlated indexes (r's — .76—.86), 
followed by influence and advice (r — .73) and support and friendship (r — 
.65). A final source of evidence of construct validity are the high correlations 
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TABLE 3 
Results of Principal Components Factor Analysis of Centrality Indexes* 
Centrality Index Factor Loading 
1. Communication 94 
2. Advice 81 
3. Support EM 
4. Influence 77 
5. Friendship 72 
Eigenvalue 3.64 
Proportion of variance explained 3 
SN = 79. 


between centrality and status attributes, including rank (r's = .37—77) and 
professional activity (r’s = .24—.52), a finding also supported by previous 
research and theorizing (e.g., Lincoln & Miller, 1979). Correlations between 
the centrality indexes and status attributes were higher for the instrumental 
centrality indicators than for the expressive centrality indicators. For exam- 
ple, the correlation between friendship centrality and professional activity 
was .24 (p « .05), and the former's correlation with influence centrality was 
.52 (p « .001). 

In the assessment of reliability for network measures, test-retest meth- 
ods are problematic since it cannot be assumed that network ties are stable 
or unchanging (Marsden, 1990). An alternative method is to form multiple- 
item scales so designed that individual items' idiosyncrasies and fluctua- 
tions cancel each other out. I used principal components factor analysis to 
determine whether and how the five centrality indexes should be combined. 
As Table 3 reports, the five measures make up a single factor, with eigen- 
values dropping to .70 beyond the first factor.? Despite the conceptual and 
correlational distinctions discussed above, the 73 percent of variance ac- 
counted for by this factor strongly suggested combining the five measures 
into a single index.’° The remaining analyses employ this combined index 
exclusively. 


Determinants of Administrative Innovation Roles 


Table 4 reports results of the hierarchical logistic regression of admin- 
istrative innovation involvement on the three sets of variables: individual 
attributes, formal position, and centrality. Of the individual attributes, ten- 
ure, prestige, and professional activity have significant effects on major role 
involvement. Tests of the contribution of each of the four individual attrib- 


? Factors were obtained through varimax orthogonal rotation (Kaiser, 1958), which pro- 
duces a clearer separation of factors than other rotation methods (Kim & Meuller, 1978; Nun- 
nally, 1978). 

10 Although factor analysis is a stricter test of internal consistency, I computed Cronbach's 
alpha from a simple average of the five indexes. The estimate was .90, also indicating a very 
high degree of internal consistency. 
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TABLE 4 
Results of Polytomous Logistic Regression for Administrative 
Innovation Involvement?" 








Step 1 Step 2 Step 3 
Minor Major Minor Major Minor Major 

Independent Variables Role Role Role Role Role Role 
Tenure 

b 0.09 0.17* 0.11 0.14 0.12 0.10 

8.8. 0.07 0.08 0.08 0.11 0.09 0.16 
Prestige 

b 0.51 1.97* 0.23 1.54t | —0.25 0.93 

8.8. 0.70 0.81 0.77 0.89 0.89 1.23 
Education 

b —0.22 0.35 — 0.46 -0.11° — 1.08* —1.69 

8.0. 0.41 0.65 0.46 0.69 0.55 1.09 
Professional activity 

b 0.70t  1.14* 0.79 1.10t 0.79 0.00 

8.8. 0.37 0.47 0.49 0.63 0.57 0.93 
Rank : 

b 0.78** 1.13* 0.01 —1.10 

8.8. ` 0.31 0.50 0.43 0.77 
Department 2 membership 

b — 1.31 — 0.56 —2.85** —3.82* 

8.0. 0.82 1.13 1.11 1.78 
Department 3 membership 

b — 0.59 —0.38 —1.52t — 2.02 

8.8. 0.80 1.12 0.94 1.53 
Centrality 

b 2.39** 5,74*** 

8.8. 0.86 1.44 
G? 23.33** 37.43** 67.40*** 
df 8 14 16 
AG? 14.10** 29.97*** 
df 6 2 
Pseudo-R? .15 .24 A3 

aN = 79. Y 


> Polytomous logistic regression estimates coefficients for multiple values of the dependent 
variables simultaneously. The coefficients in the “minor” and "major" columns indicate the 
significance of the independent variables in estimating the probability that an individual played 
a minor or major innovation role rather than falling into the reference category "no involve- 
ment." 
tp<.10 
"pe Op 
**p«.01 
*** p < 001 


ute variables to a partial model containing the other three indicate that all 
but education produce a significant improvement in model fit; the changes 
in G? equal 7.5 (p « .01), 6.26 (p < .05), 4.46 (p < .05), and 0.9 (n.s.; df = 1), 
for professional activity, prestige, tenure, and education, respectively. The 
step 2 model, which adds the formal position variables as a set, offers a 
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substantial improvement in fit over the step 1 model (AG? = 14.10, p <.01, 
df = 3). The increase is principally an effect of rank (AG? = 10.79, p < .01, 
df = 1), since addition of the department dummies produces no significant 
change. This finding provides support for Hypothesis 2, postulating a more 
significant role for formal authority than for subunit membership. 

In the third step, the combined centrality index was added to the model. 
The change in G? from step 2 to step 3 was highly significant, nearly 30 
percent (p « .001, df — 1), providing tentative support for Hypothesis 4 in 
the administrative domain. Consistent with the mediating effect postulated 
in Hypothesis 5, the diminishing magnitude of the regression coefficients for 
several of the nonnetwork variables also suggests that centrality may capture 
much of their contribution to the fit of the full, step 3, model. The negative 
partial coefficient for rank at step 3 indicates collinearity. 

In order to provide a stricter test of Hypothesis 4, which postulates that 
centrality will have more significant effects than any other source of power, 
I assessed the contribution to the full model's fit of the best nonnetuork 
variable, rank, relative to centrality's contribution. Since G? values can only 
be compared in nested models, I used a model containing the four individual 
attribute variables and the two department dummies (G? = 26.64, p < .01; 
not reported) as a baseline comparison: As reported above, rank produces a 
10.79 (p < .01, df = 1) change in G?; by contrast, adding centrality tc the 
baseline model (G? — 64.65, p « .0001; not reported) produces a change in 
G? of 38.01 (p < .0001, df = 1). Further, the G? for the model that included 
centrality and not rank (64.65, p « .0001) was different from the G? for the 
model whose results appear in column 3 (AG? = 2.75, df = 1) at the p < .10 
significance level, suggesting that rank does not substantially contribu-e to 
model fit.!! 

Unexpected were the significantly negative effects for department 2 
membership in the step 3 model; they contrast with the zero-order corcela- 
tion between department 2 membership and administrative innovation [r — 
— .09, n.s.). This finding indicates a suppression effect, whereby centrality 
increases administrative innovation involvement and membership in de- 
partment 2 decreases it; but, as is reported in the following section, mem- 
bership in department 2 contributes to centrality. When the effects of cen- 
trality are held constant, the true negative effect of department 2 mer-ber- 
ship, relative to the reference, comes through. 


Determinants of Technical Innovation Roles 


Table 5 reports the logistic regression of technical innovation involve- 
ment on the three sets of variables. The step 1, individual-attributes model 
is highly significant (G? = 40.02, p < .001). Consistent with Hypothesis 1, 


11 This comparison is also an appropriate method for handling the potential collinearity 
between rank and other variables in the step 3 model. Hierarchical regression analysis is amore 
desirable method than simply dropping one of the collinear variables when each variable has 
distinct conceptual interest (Cohen & Cohen, 1975). 
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TABLE 5 
Results of Polytomous Logistic Regression for Technical 
Innovation Involvement" 








Step 1 . Step 2 Step 3 
: Minor Major Minor Major Minor Major 

Independent Variables Role Role Role Role Role Role 
Tenure 

b 011t  0.20t 0.03 —141t 0.02 —1.63 

8.8. 0.07 0.10 0.09 0.67 0.09 1.06 
Prestige 

b 0.98 2.23t 0.96 0.23 1.02 — 1.88 

8.8. 0.69 1.01 0.84 1.75 0.85 4.57 
Education 

b 0.77 2.75** 0.99 5.28t 0.95 3.21t 

8.8. 0.52 1.01 0.66 3.18 0.66 1.96 
Professional activity 

b 0.61 2.10** 1.27* 7.04t 1.16* 9.01t 

8.8. 0.40 0.63 0.61 4.03 0.59 5.18 
Rank 

b 0.51 9.70t 

8.e. 0.33 §.23 
Department 2 membership 

b 2.81** 10.31t 2.59** 0.82 

8.8. 0.96 24.30 0.96 4.36 
Department 3 membership 

b —0.10 -29 ~0.20 —12.32 

8.8. 1.09 24.08 1.13 8.91 
Centrality 

b 0.52 13.18t 

8.8. 0.52 8.11 
G? 40.02*** 80.23*** 82.33 
df 8 14 14 
AG? 40.21*** 
df 6 
Pseudo-R? .26 ER 54 

"N= 79. 


> Polytomous logistic regression estimates coefficients for multiple values of the dependent 
variables simultaneously. The coefficients in the “minor” and “major” columns indicate the 
significance of the independent variables in estimating the probability that an individual played 
a minor or major innovation role rather than falling into the reference category "no involve- 
ment." 
tp<.10 
*p< .05 
** p«.01 
*** p < .001 


comparison of pseudo-R? values for the first-step models for administrative 
and technical innovation (.15 versus .26) suggests that these variables have 
higher predictive utility for technical innovation roles. Examination of the 
contribution of each of these variables to the step 1 model's fit suggests that 
professional activity is the strongest predictor variable in this set; changes in 
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G? for professional activity, prestige, tenure, and education were as follows: 
15.61, p « .001; 5.48, p « .05; 5.21, p « .05; and 10.74, p < .01; df = 1. 

The step 2, technical innovation model is a better fit than the step 1 
model; the addition of the variables assessing formal position produce an 
increase in G? of 40.21 (p « .001, df — 3). Contrary to the prediction of 
Hypothesis 3, however, both subunit membership and rank appear to rrake 
equally significant contributions to model fit (AG? — 25.97, p « .001, df — 
2; AG? — 17.07, p « .001, df — 1, respectively). Overall, it should be noted 
that collinearity appears to be depressing the significance levels for educa- 
tion, professional activity, rank, and department 2 membership. Comparison 
of the pseudo-R? values at step 2 suggests that these two sets of variables are 
stronger predictors of technical than administrative innovation roles. 

In contrast to the administrative innovation results, in the techrrical 
innovation model the third step did not indicate that the addition of cen- 
trality produces significant model fit improvements from step 2 to step 3. 
The coefficient for membership in department 2 for major role involvement 
is insignificant at step 3, unlike the step 2 coefficient, suggesting that cen- 
trality mediates the effect of core unit membership on major technical roles 
(Hypothesis 5); its effect on minor role involvement, however, remains con- 
stant despite the inclusion of centrality. Further, collinearity impeded the 
joint inclusion of centrality and rank in the step. 3 model. Again, since G? 
values can only be compared in nested models, I computed a fourth model 
excluding both rank and centrality (G^ — 63.16, p « .001, not reported) to 
use as the point of comparison for steps 2 and 3. The addition of rank ix the 
step 2 model produces a change in G? of 17.07 (p < .001, df = 1); the 
inclusion of centrality in the step 3 model produces an increase of 19.20 (p 
< .001, df = 1). These results suggest that centrality and rank are nearly 
indistinguishable in their effects on technical innovation. Hypothesis 4, 
therefore, was not supported in the technical domain. 


Predictors of Centrality 


To explore the hypothesized mediating effect of centrality and clarify 
the findings of reduced significance for a number of variables in the models 
including centrality (Tables 4 and 5), in a final analysis I investigated the 
explanatory power of the nonnetwork variables vis-à-vis network centrality. 
The results of ordinary-least-squares hierarchical regression analyses, pre- 
sented in Table 6, indicate that individual attributes and formal position 
account for 72 percent (p « .001) of the observed variance in centrality. The 
structural variables accounted for a significant increase in centrality (AE? — 
.22, p « .001). The only variable that failed to reach the .10 level of signif- 
icance was membership in department 3. In conjunction with the results 
presented in Tables 4 and 5, these findings suggest that centrality mediates 
the effects of several of the individual attribute and formal position variables 
on innovation involvement. However, the mediating effect appears to be 
stronger for involvement in administrative rather than technical innovation. 
Thus, findings provided partial support for Hypothesis 5. 
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TABLE 6 
Results of Ordinary-Least-Squares Regression Analyses* 
Step 1 Step 2 
Independent Variables . b B.e. b 8.8. 
Tenure .07*** .02 .03* .02 
Prestige DAT? 20 .28t 6 
Education .42** 43 .23* 10 
Professional activity .467** 11 .33*** .10 
Rank eh .06 
Department 2 membership .39* 17 
Department 3 membership 19 17 
R? 50*** 72*** 
Adjusted R? 47 70 
AR? 22*** 
SN = 79. 
tp<.10 
* p < .05 
**p«.01 
*** p < 001 
DISCUSSION 


The results of this study provide at least partial support for four of the 
five study hypotheses (Hypothesis 3 was not supported). Personal sources of 
power appeared to have greater bearing on technical innovation roles than 
on administrative innovation roles (Hypothesis 1); formal authority was 
more highly associated with administrative innovation than was subunit 
membership (Hypotheses 2); centrality was the most significant predictor of 
administrative innovation roles (Hypothesis 4) and mediated the effects of 
various nonnetwork variables on innovation involvement (Hypothesis 5). 
Hypotheses 4 and 5, however, were not fully supported in the technical 
domain. Although providing support for the distinction between technical 
and administrative innovation, these results suggest a more complex inter- 
pretation, in which considering “secondary attributes" (Downs & Mohr, 
1976) of both the dependent (innovation role) and independent (power 
source) variables may improve understanding of innovation determinants. 


Centrality and the Exercise of Power Across Boundaries 


The hypothesis that network centrality would be the strongest determi- 
nant of individual involvement in innovation efforts was strongly supported 
for administrative innovation but not for technical innovation, which ap- 
peared to be equally responsive to formally and informally derived sources 
of power. Closer examination of the two types of innovations can explain the 
weaker impact of centrality on technical innovation involvement. Within 
the technical category, two distinct types of innovations can be distin- 
guished. The first group, represented by items 13—19 in Table 1, consisted of 
strategic level initiatives in client management. As might be expected, senior 


1993 Ibarra 493 


managers were almost exclusively responsible for these innovations. The 
second group (20—24 in Table 1) consisted of changes in the firm's produc- 
tion process, the creation of advertisements, and department 2 members 
were largely responsible for these innovations. 

Clearly, artists and copywriters will be more involved in production 
process changes than accountants, and strategic decision making is the pre- 
rogative of senior management. And although research on innovation has 
found administrative innovation to be the domain of administrators or up- 
per-level managers (Daft, 1978), this distinction has generally been observed 
in firms with highly differentiated internal administration and technical 
cores or in large bureaucratic organizations. In advertising agencies, as in 
other professional service firms, by contrast, senior management tends to be 
more highly involved in client management than in internal management. 
Thus, a broader range of employees is likely to become involved in admin- 
istrative innovations. Further, as Damanpour suggested, in small entrepre- 
neurial firms both technical and administrative innovations tend to be ini- 
tiated at the top: "the structural characteristics for technical and adminis- 
trative innovations are not discernible because the technical and 
administrative cores are mixed and the process of both types of innovation 
is bottom-up and top-down" (1988: 556). From a network perspective, this 
Observation also suggests that assumptions pertaining to the preeminence of 
formal structural variables may not be generalizable to other types of set- 
tings, since small organizations "rely less on formal mechanisms of control 
and instead stress personal face-to-face processes" (Lincoln, 1982: 14). 

But beyond this simple correspondence between formal role and the 
types of activities a person is likely to be involved in (Daft, 1978; Kimberly 
& Evanisko, 1981), the technical and administrative innovations studied 
here may be also be distinguished by the extent to which the innovation 
process—from idea generation to adoption to implementation — must cross 
organizational boundaries. Innovation generally differs from more routine 
changes in that its advocates must cross vertical and horizontal organiza- 
tional boundaries to obtain needed information, resources, and approval 
(Kanter, 1983, 1988). At the research site investigated here, the technical and 
administrative innovations differed in the degree to which extensive bound- 
ary spanning was necessary for their proposal and implementation. The 
resources necessary for the technical innovations were largely at the dis- 
posal of senior management and department 2 members, possibly rendering 
the extragroup contacts provided by centrality unnecessary. By contrast, 
when a media person, for instance, advocates a change to a formal perfor- 
mance appraisal process, the resources or information necessary to accom- 
plish this cannot be exclusively acquired within his or her subunit, so from 
a political standpoint, more boundary-spanning support is needed since the 
change would equally affect employees outside the subunit. 

The strength of network centrality as an explanatory variable derives 
from the fact that it reflects an actor's position relative to the multiple ex- 
changes that characterize a system as a whole (Astley & Sachdeva, 1984) and 
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thus, the potential to mobilize, through direct and indirect links, a much 
broader base of support than that implied by the reporting relationships or 
functional requirements of the organizational chart. A broader interpretation 
of the present results, therefore, suggests that the greater the degree of cross- 
level and cross-unit interaction required to adopt and implement an inno- 
vation, the greater the explanatory power of position in the organization's 
informal structure. 

Further, beyond access to resources, network centrality increases an 
actor's knowledge of a system's power distribution, or the accuracy of his or 
her assessment of the political landscape (Freeman et al., 1987). Those who 
understand how a system really works can get things done or exercise power 
within that system (Krackhardt, 1990; Pfeffer, 1981). From this perspective, 
it also makes sense that centrality was more important for administrative 
than technical innovation in this firm, since knowledge of a much broader 
landscape was required for the former. By contrast, the technical innova- 
tions involved decisions that were informed, made, and implemented 
within small groups, either the creative staff (department 2; N — 24) or 
senior management (N — 10), where everyone knew each other well and 
centrality therefore did not provide as strong an informational edge (Krack- 
hardt, 1990). 

A clear implication of this discussion is that the labels “administrative” 
and "technical," rather than providing information about a set of universally 
predictive independent variables, may most fruitfully be employed as a 
starting point in the exploration of relevant differences along a number of 
dimensions that more specifically capture the nature of innovations (Downs 
& Mohr, 1976). For example, Zmud (1984) found support for his hypothesis 
that receptivity to change has a greater impact on technical than on admin- 
istrative innovation. This hypothesis was predicated on the assumption that 
technical innovations had a more pervasive impact on behavior throughout 
organizations; however, that assumption would be incorrect in the context of 
this study, where administrative innovations tended to have more pervasive 
and fundamental effects. Clearly, comparative studies that simultaneously 
examine multiple innovation dimensions are needed to explain inconsisten- 
cies in previous research results and to advance the state of theory (Daman- 
pour, 1988). 


General Versus Innovation-Specific Sources of Power 


Although the present results clearly indicate that the importance of 
various sources of power is contingent upon the specific domain in which 
influence is to be exercised, the finding that centrality mediated the effects 
of the nonnetwork variables on administrative innovation involvement to a 
greater extent than on technical innovation involvement raises questions 
concerning the conceptual mechanisms underlying the relationship between 
the nonnetwork sources of power and innovation involvement. 

The two sets of variables, individual attributes and formal position, 
share two characteristics: (1) they imply different degrees of access to or 
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control over specific information, support, and material resources and (2) 
they are associated with different degrees of status. A more speculative in- 
terpretation of these results following this line of reasoning raises the ques- 
tion of whether the sources of power examined here have the same signifi- 
cance for the administrative and technical domains. In particular, it is pos- 
sible that sources of power play two different roles in innovation processes: 
one pertaining to innovation-specific information and expertise, the other 
concerned with more general status and power. Although high status is 
associated with the ability to exert influence across a range of task-oriented 
situations (Berger, Conner, & Fisek, 1974), information and expertise tend to 
be more domain-specific (Daft, 1978). 

Professional activity provides a good example of the two proposed ef- 
fects. Its direct effect on technical roles is consistent with the nature of the 
technical innovations implemented, since many appear to have high exter- 
nal information components; the marketing and client management innova- 
tions noted in Table 1 are examples. The value of such information and 
expertise has been documented in a large body of work indicating that pro- 
fessionals are more likely to be exposed to new developments in their fields 
and to acquire information about innovations (Daft, 1978; Kimberly & Evani- 
sko, 1981; Menzel, 1960). Interpretation of the role of professional activity 
with respect to administrative roles, however, suggests a more general 
Source of power, which converts into network centrality. The information 
expertise component, by contrast, is inconsequential for administrative in- 
novation, and thus no direct effect was observed here. This interpretation is 
consistent with the nature of the administrative innovations implemented, 
none which appeared to require innovation-specific external information 
access. The variance associated with professional activity that did not trans- 
late into centrality was irrelevant to the exercise of power in the adminis- 
trative domain. 

Thus, the relevance of a number of the nonnetwork variables, including 
tenure, prestige, and professional activity, for administrative innovation ap- 
pears to be in the domain of generalized influence rather than innovation- 
specific information or expertise; thus, centrality largely mediated their ef- 
fects. By contrast, the finding that other variables— professional activity, 
education, and department 2 membership —retained independent effects on 
technical roles even when centrality was taken into account, may be attrib- 
uted to the importance of specific information or expertise. Thus, an impor- 
tant question for future research concerns the extent to which sources of 
power can be conceptualized without regard to the specific domains in 
which power is to be exercised. 


Relationships Among Sources of Power 


Beyond the mediating effects discussed above, a more speculative in- 
terpretation of some of the results reported in Tables 4 and 5 involves con- 
sideration of potential interaction effects, in which the relationship between 
a particular source of power and the exercise of power (innovation involve- 
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ment) may be contingent upon the level or degree of power possessed in a 
second category. The role of education in explaining administrative inno- 
vation involvement is illustrative. 

The correlation between education and administrative innovation in- 
volvement was .07 (n.s.). A puzzle stems, however, from a pattern evident in 
Table 4: the regression coefficients for education are insignificant and pos- 
itive for major role involvement at step 1; by step 3, both coefficients are 
negative, considerably higher in magnitude and significant for minor role 
(the high standard error for the major role coefficient suggests that if it were 
not for collinearity it too would probably be significant). The reversal to a 
negative coefficient takes place at step 2, when rank and department are 
added to the model. Results from an additional step 2 model that included 
a term for the interaction of rank and education (not reported) revealed a 
highly negative effect for education for minor and major role, respectively 
(—2.84, p « .10 and —4.38, p « .10) and a significant interaction term (.80, 
p < .10 and 1.25, p < .15). The combination of a small amount of data and 
correlations among the independent variables impeded a direct test for in- 
teraction effects at step 3. However, examination of a step 3 model that did 
not include rank (not reported) revealed that both coefficients for education 
were significant (— 1.98, major role, and — 1.06, minor role; p « .10). That 
the inclusion of rank was not necessary to produce a negative education 
effect suggests that a similar interaction may be taking place with centrality. 

Thus, it is possible that for individuals low in either formal authority or 
network centrality, education becomes disadvantageous for the exercise of 
influence. An individual's failure to convert education into at least one of 
the two principal resources it generally converts into—attainment (rank) 
and social capital (network connections) (Lin, 1982) — may indicate an un- 
derlying disadvantage that renders an individual powerless, impeding the 
conversion of other sources of power into exerted influence. A similar in- 
terpretation, which I was unable to test directly, may explain the shift to a 
negative effect for tenure on technical innovation (Table 5): senior people 
who have not been promoted or who have not been able to use their seniority 
as leverage to attain informal centrality do not appear to be in a good position 
to exercise influence in the domain of technical innovation. 

Limitations 

The study's greatest limitation stems from its cross-sectional design. 
Without longitudinal data, it is difficult to determine whether centrality 
causes innovation involvement or innovation involvement causes centrality. 
This issue is prevalent in all work on innovation, the present work included, 
in which innovation is measured as the cumulative sum of events over a 
period of time but measurement of the independent variables occurs at the 
end of that period (Aiken et al., 1980). An alternative interpretation would be 
that innovation involvement increases centrality either by confirming an 
actor's ability to get things done or by creating new network links or rein- 
forcing existing ones by requiring the actor to have contact with multiple 
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groups. However, in a longitudinal study of the effects of change in tech- 
nology on social network structure and power, Burkhardt and Brass (1990) 
offered some support for the present interpretation, finding that centrality 
precedes power. 

Secondly, a research design based on one organization with unique 
characteristics raises the question of whether similar results would be ob- 
tained in a different setting. Factors associated with innovation roles in an 
advertising firm, a highly professionalized setting, may be very different 
from those associated with innovation roles in other kinds of organizations 
(Damanpour, 1988). As discussed above, other factors that may moderate the 
relationships between power sources and innovation roles include organ- 
izational size and bureaucratization. The extent to which the assumptions of 
the innovation literature are primarily applicable to large bureaucratic firms 
remains a question worthy of greater research attention. The broader inter- 
pretations provided here, however, should have some generalizability, par- 
ticularly to other small professional or service firms, and they are consistent 
with qualitative accounts of innovative organizations (e.g., Kanter, 1983). 

In sum, although innovation research has captured a large market share 
of scholarly attention, a scarcity of new theoretical developments has char- 
acterized this vast literature (Downs & Mohr, 1976; Rogers & Agarwala- 
Rogers, 1976). An important contribution of the present research is its pro- 
vision of empirical support for the rarely tested network perspective as well 
as evidence of the role of informal networks as a source of behaviorally 
rather than reputationally based power. Further, as Brass lamented, in most 
research “structure, behavior, and personal attributes are each investigated 
as if they were unaffected by, or unrelated to each other" (1992: 318); this 
study complements and extends existing research by proposing a more in- 
tegrative model embracing multiple bases of power and the enactment of 
power in two distinct innovation domains. 
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This study concerned strategy implementation in multinational organ- 
izations. In previous research, subsidiary top managers’ perception 
that their head offices exercised procedural justice positively affected 
the former’s commitment, trust, and outcome satisfaction. Here, we 
traced the effect of procedural justice beyond attitudes to the behavior 
of compliance. Results, based on two-stage longitudinal data, suggest 
that procedural justice enhances subsidiary top managers' compliance 
directly and indirectly, through the attitudes of commitment, trust, and 
outcome satisfaction. These effects were not, however, constant but 
were more powerful for managers of subsidiaries operating in global, as 
opposed to multidomestic, industries. 


One of the most compelling questions outstanding in the field of inter- 
national management is, How can a multinational motivate subsidiaries' top 
managers to comply with corporate strategic decisions? Subsidiary top man- 
agers' compliance is important because they are the chief catalysts for the 
implementation of a multinational's strategic decisions. Hence, only with 
their support can those decisions be effectively implemented (e.g., Bartlett & 
Ghoshal, 1989; Prahalad & Doz, 1987). The current study builds upon our 
previous work (Kim & Mauborgne, 1991). Drawing on the rich body of pro- 
cedural justice research (see Greenberg [1987] and Lind and Tyler [1988] for 
reviews), we provided evidence that the exercise of procedural justice in a 
multinational's strategy-making process induces commitment, trust, and 
outcome satisfaction in subsidiary top managers. Advancing this work, here 
we investigated the proposal that the exercise of procedural justice is a way 
to induce subsidiary top managers' compliance with a multinational's stra- 
tegic decisions. 

Our argument is twofold. First, the attitudes generated by procedural 
justice are important for predicting subsidiary top management compliance. 
Organizational commitment should inspire subsidiary top managers to iden- 
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tify with the strategic objectives of the multinational and to exert effort on 
behalf of the overall organization to achieve those objectives. Trust should 
foster the cooperative actions necessary to carry out a multinational's stra- 
tegic decisions. Outcome satisfaction should make subsidiary top managers 
more favorably disposed toward strategic decisions and hence inclined to 
follow them. Second, a strong theoretical basis also supports the idea that 
procedural justice directly affects compliant behavior. This direct effect is 
argued to arise from the higher levels of involvement and enhanced level of 
outcome control perceived procedural justice confers on subsidiary top 
managers involved in the strategy-making process. 

We examined the direct effect of procedural justice on subsidiary top 
managers' compliance, defined here as the extent to which subsidiary top 
managers carry out the corporate strategic decisions made for their national 
units, and the indirect effect of procedural justice through the mediating 
attitudes of commitment, trust, and outcome satisfaction. In developing our 
theoretical arguments, we expressly considered the important implications 
of a subsidiary's industry type. Specifically, we predicted the overall effects 
of procedural justice on subsidiary top management compliance to be pos- 
itive, but not constant. Rather, they are predicted to be contingent upon 
whether a subsidiary operates in multidomestic or global industries (Hamel 
& Prahalad, 1985; Hout, Porter, & Rudden, 1982; Porter, 1986; Prahalad & 
Doz, 1987; Yip, 1989). A subsidiary's industry type is important as it influ- 
ences the extent to which the corporate strategic decisions for their unit 
affect subsidiary top managers' vested interests. Hence, industry type is 
likely to affect the extent to which those managers focus on and value the 
fairness of the process by which those decisions are made. 

This study is the first to (1) expressly assess the effects of procedural 
justice and the important attitudes it generates on subsidiary top managers' 
compliance, (2) recognize the important role that a subsidiary's industry 
type plays in moderating those effects, (3) use two-stage longitudinal data to 
test the predicted causal flow from judgments of procedural justice and 
attitudes to compliance, and (4) provide evidence supporting the value of 
procedural justice to strategy implementation by addressing one of the most 
compelling questions outstanding in the field of international management: 
How can a multinational motivate subsidiaries’ top managers to comply 
with corporate strategic decisions? 


THEORY AND HYPOTHESES 


Procedural justice is defined here as the extent to which the dynamics 
of a multinational corporation's strategy-making process are judged to be fair 
by the top managers of its subsidiaries. This conceptualization is in accord 
with previous work on procedural justice (cf. Lind & Tyler, 1988). Subsidi- 
ary top managers have identified five characteristics that lead to judgments 
of process fairness (cf. Kim & Mauborgne, 1991). These are (1) head office 
management is knowledgeable about local situations of subsidiary units, (2) 
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two-way communication exists in the multinational's strategy-making pro- 
cess, (3) the head office is fairly consistent in making decisions across sub- 
sidiary units, (4) subsidiary units can legitimately challenge the strategic 
views of the head office, and (5) subsidiary units receive an account of the 
multinational's final strategic decisions. By the strategy-making process, we 
mean annual strategic-planning processes carried out by head offices and 
their subsidiary units. Although such a process works interactively, the head 
office management makes final decisions for its units. Hence, we deal with 
interaction dynamics in head office—subsidiary decision-making dyads that 
any multinationals’ subsidiaries are likely to go through. 

Figure 1 depicts the hypothesized effects of procedural justice on sub- 
sidiary top management compliance. We predict that procedural justice will 
directly affect compliance, that commitment, trust, and outcome satisfaction 
are mediating variables through which procedural justice will indirectly 
affect compliance, and that industry type will moderate those effects. We 
have previously examined and established the relationships depicted by the 
arrow with a broken line in Figure 1 (Kim & Mauborgne, 1991). They are 
included only to provide the proper context in which to analyze the com- 
pliance consequences of procedural justice. 


Subsidiary Industry Type 


Multinationals’ subsidiaries can operate in two extremely different 
types of industries: the multidomestic and the global (e.g., Hamel & Pra- 
halad, 1985; Hout et al., 1982; Porter, 1986; Prahalad & Doz, 1987; Yip, 1989). 
Several studies have detailed the distinguishing characteristics of these two 
industry types (Hamel & Prahalad, 1985; Hout et al., 1982; Porter, 1986; 
Prahalad & Doz, 1987; Roth & Morrison, 1990), but Yip (1989) provided a 
concise classification scheme that systematically contrasts their structures. 
The four organizing dimensions of Yip’s classification system are market, 
cost, government, and competition. Global industries have global customers 
and distribution channels; the needs they meet are homogeneous across 
countries, and marketing is transferable across countries. Economies of scale 
and scope, “sourcing” efficiencies, and similarity in countries’ costs and 
skills are all high. Technical standards are compatible across countries, and 
government regulations on operating practices are absent. Competitors are 
multinational (operating in multiple markets) rather than local (operating in 
only one national market). Subsidiaries operating in industries that rank 
high on the above dimensions can be said to operate in global industries. 
Conversely, subsidiaries operating in industries ranking low on the dimen- 
sions can be said to operate in multidomestic industries. The work of Kobrin 
(1991), which was based on an analysis of 56 industries, provides empirical 
support for these industry structural differences. 

Attendant upon the different structures of multidomestic and global 
industries are different strategic requirements for success. These encompass 
differences in goal, competitive strategy, and mission (Hamel & Prahalad, 
1985; Hout et al., 1982; Porter, 1986; Prahalad & Doz, 1987; Yip, 1989). For 
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multidomestic industries, market, government, and competitive character- 
istics are idiosyncratic, and substantial cost efficiencies are lacking, so their 
strategic mission is to be responsive to national market demands. The atten- 
dant competitive strategy is to substantially adapt product features, market- 
ing practices, channels of distribution, operating policies, and competitive 
tactics to the industry characteristics of a given national market. The goal is 
to maximize each subsidiary unit's local competitive advantage and perfor- 
mance so that it contributes earnings and growth in line with the local 
market opportunity. Hence, in multidomestic industries a multinational 
seeks to maximize worldwide performance through local efficiency maxi- 
mization. 

In contrast, in global industries the strategic mission is to exploit the 
homogeneous market conditions across borders, the substantial potential for 
global cost efficiencies, and the relative absence of national government 
restrictions on operating practices. The attendant competitive strategy is to 
implement universal products, transfer standardized marketing practices to 
national markets, rationalize manufacturing, and centralize R&D. It is also to 
implement competitive moves that are based on a global logic rather than on 
the dynamics of a subsidiary's particular national market. For example, a 
multinational may require that a subsidiary unit cut prices and sacrifice 
revenue to counter a competitor's move in another subsidiary's market of 
strategic importance. Hence, whereas corporate strategic decisions for a sub- 
sidiary with multidomestic industries are driven largely by local concerns, 
corporate strategic decisions for a subsidiary with global industries are 
driven chiefly by global concerns. Although they are not at exactly the sub- 
sidiary-unit level, rich case analyses have shown that the structural charac- 
teristics distinguishing multidomestic and global industries are connected to 
these two strategic profiles (Hamel & Prahalad, 1985; Hout et al., 1982; Por- 
ter, 1986; Prahalad & Doz, 1985; Yip, 1989). In addition, the work of Roth and 
Morrison (1990), which was based on an analysis of 12 industries and 147 
executive responses, empirically supports the idea that the different struc- 
tural conditions of multidomestic and global industries are closely associ- 
ated with these different strategic profiles. 

The above discussion suggests the following: First, subsidiaries’ indus- 
tries can be characterized by either their structural conditions or the strategic 
requirements for success attendant on those conditions, and these two mea- 
sures are closely related. Second, when multinationals' subsidiaries operate 
in multidomestic rather than global industries, local rather than global pri- 
orities drive strategic decisions. 


Procedural Justice, Subsidiary Industry Type, and Subsidiary Top 
Management Compliance 


Two theoretical reasons support the likelihood that procedural justice 
judgments directly affect the compliance of subsidiaries' top managers. One, 
traceable to the social value of procedural justice, is grounded in the as- 
sumption that group membership is a powerful aspect of social life and that 
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people value participation in the groups to which they belong and their 
status as group members. According to this perspective, the high levels of 
involvement generated by perceptions of procedural justice fulfill individ- 
uals' desire for group participation and affirm their group membership. As a 
result, individuals develop a strong feeling of support for their group's de- 
cision-making process and for the decisions resulting from that process, 
which motivates their compliant behavior. The second rationale is grounded 
in the instrumental value of procedural justice. According to this perspec- 
tive, the exercise of procedural justice enhances group members' control 
over the outcomes of decisions. Consequently, group members believe de- 
cision outcomes to be more in line with their individual self-interests and to 
be based more on merit than on politics. Confidence that in the long run their 
interests will be advanced through their group's decision-making processes 
motivates individuals to comply with the resulting decisions. These argu- 
ments find support in three procedural justice studies. Friedland and col- 
leagues (Friedland, Thibaut, & Walker, 1973; Thibaut, Friedland, & Walker, 
1974), for example, found the fairness of surveillance methods a legislator 
used to be positively related to the degree of litigants' compliant behavior. 
Likewise, Tyler (1989) found that procedural justice judgments directly af- 
fected individuals' compliance. Thus, 


Hypothesis 1: The exercise of procedural justice in mul- 
tinationals' strategy-making process will have an overall 
positive effect on subsidiary top managers' compliance 
with the resulting strategic decisions. 


As our previous discussion suggests, global priorities are likely to drive 
corporate strategic decisions for a subsidiary unit with global industries. 
Hence, those decisions often do not reflect the unit's local interests. Conse- 
quently, a higher level of conflicting interests is likely between the corporate 
center and the unit than would be the case for a subsidiary with multido- 
mestic industries. As Guth and MacMillan (1986) argued, in such situations 
managers responsible for the unit are inclined to ignore corporate strategic 
decisions and reduce the quality of their implementation. Hence, without a 
cushion of support, these subsidiary top managers may resist the effective 
execution of their corporation's strategic decisions. Procedural justice is 
likely to act as a countervailing mechanism significantly enhancing manag- 
ers' compliance with corporate strategic decisions. 

In contrast, conflicting interests are likely to be few for managers head- 
ing subsidiaries with multidomestic industries since decisions for their 
units tend to parallel their local priorities and individual self-interests. As 
individual self-interest is a powerful motivator of behavior, a high level of 
compliance with corporate decisions can be expected. In such circum- 
stances, the support the exercise of procedural justice might provide is pre- 
dictably weaker than it would be for managers heading subsidiaries with 
global industries. Thus, 


Hypothesis 2: The effect of procedural justice in multina- 
tionals' strategy-making process on subsidiary top man- 
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agers' compliance will be stronger in subsidiaries with 
global industries than in subsidiaries with multidomestic 
industries. 


Attitudes, Subsidiary Industry Type, and Subsidiary Top 
Management Compliance 


Two reasons exist to expect organizational committment to influence 
subsidiary top management compliance. One is based on social exchange 
theory (e.g., Blau, 1964), according to which people seek to reciprocate those 
who benefit them, given certain conditions. To the extent that their psycho- 
logical attachment or commitment to an organization is based on receiving 
something of perceived value (e.g., O'Reilly & Chatman, 1986), such as pro- 
cedural fairness, people may seek to reciprocate that benefit. One way for 
organization members to so reciprocate would be to engage in the behaviors 
their organizations' leaders desire, such as complying with strategic deci- 
sions. A second reason is traceable to the underlying meaning of organiza- 
tional commitment. When individuals are committed to an organization, 
they identify with its goals and objectives and pursue them to the best of 
their ability (e.g., Mowday, Steers, & Porter, 1979). If attaining those goals 
and objectives requires that they comply with strategic decisions, they are 
likely to do so. The work of O'Reilly and Chatman (1986) lends support to 
these predictions. They found that organizational commitment induces both 
in-role behavior, or compliance with an organization's rules and decisions, 
and extra-role behavior, or ‘‘prosocial” efforts on behalf of the organization. 
Thus, employees with high organizational commitment often demonstrate 
active commitment and comply with corporate decisions. 

The trust subsidiary top managers have in head office management may 
also positively affect the former's compliance. When subsidiary managers 
trust head office managers, they are confident that the intentions and actions 
of the head office are guided by subsidiary-level concerns as well as by a 
concern with maximizing corporate revenues. Trust fosters a faith that, even 
if the head office's decisions are not in line with a national unit's interests at 
times, the head office's future support will compensate for any sacrifice 
required of the unit. Hence, subsidiary top managers' trust in head office 
management will promote compliance with its strategic decisions. 

Evidence exists suggesting that organizational commitment and trust 
have a positive influence on compliant behavior. Tyler (1990) traced the 
impact of two distinct types of legitimacy on citizens' self-reported compli- 
ance with the law. One of the two types of legitimacy is conceptually similar 
to trust, and the second, citizens' perceived obligation to obey court deci- 
sions, is conceptually similar to institutional commitment. On the basis of 
the experiences of 1,575 Chicago citizens, Tyler found evidence that both of 
these forms of legitimacy exercised a positive effect on citizens' compliant 
behavior. This finding suggests that trust and organizational commitment 
positively influence compliant behavior. 

The literature on multinationals yields more specific arguments to sug- 
gest that organizational commitment and trust significantly affect subsidiary 
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top management compliance. Chief among these is the increasing ineffec- 
tiveness of fiat, monitoring, and appraisal capability occurring in the last ten 
years in multinationals. Accepting Emerson's (1962) contention that power 
is an antipode of dependence, researchers (e.g., Ghoshal & Bartlett, 1988; 
Kim & Mauborgne, 1989) have attributed this decline to the shrinking gap 
between the resources and capabilities of multinationals' head offices and 
subsidiary units. It has also been attributed to the large physical distances 
separating overseas units from their corporate centers and the increasing 
degree of intersubsidiary linkages (e.g., Hedlund, 1986; Kim & Mauborgne, 
1989; Prahalad & Doz, 1987). To the extent that multinationals’ fiat and 
monitoring capability are crippled, subsidiary top managers have a substan- 
tial degree of managerial discretion. As a result, subsidiary top managers' 
compliance increasingly depends on their willingness to execute strategic 
` decisions. Hence, a strong sense of organizational commitment and trust 
may discourage subsidiary top managers from exercising managerial discre- 
tion and encourage them to comply with their multinational's strategic de- 
cisions. 

Theoretical reasoning also suggests that outcome satisfaction should 
directly affect subsidiary top management compliance. As various studies 
have established (e.g., Clark & Isen, 1982; Rosenhan, Underwood, & Moore, 
1974), when individuals experience the positive feeling state of satisfaction, 
they are more apt to behave in a prosocial manner and do well for their 
organizations. Hence, to the extent that subsidiary top managers are satisfied 
with the strategic decisions made for their national units, they may well be 
more inclined to engage in behavior their organizations' leaders perceive as 
desirable and carry out strategic decisions. Evidence exists in support of a 
direct link between outcome satisfaction and compliance. In a field study of 
litigants involved in the Pittsburgh court arbitration program, Adler, Hen- 
sler, and Nelson (1983) found that procedural justice judgments affected 
outcome satisfaction and that outcome satisfaction was positively related to 
litigants' abidance with court decisions. Thus, 


Hypothesis 3: The organizational commitment of subsid- 
iary top managers will have an overall positive effect on 
their compliance with corporate strategic decisions. 


Hypothesis 4: Subsidiary top managers' trust in head of- 
fice management will have an overall positive effect on 
their compliance with corporate strategic decisions. 


Hypothesis 5: The outcome satisfaction of subsidiary top 
managers will have an overall positive effect on their 
compliance with corporate strategic decisions. 


As we argued previously, the top managers responsible for subsidiaries 
operating in multidomestic industries are inclined to exercise a relatively 
high level of compliance. In such circumstances, commitment, trust, and 
outcome satisfaction can be predicted to have relatively weak effects on 
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compliance. In contrast, in subsidiaries operating in global industries, the 
level of subsidiary top management compliance that can be expected may be 
low unless countervailing mechanisms exist. This expectation suggests that 
commitment, trust, and outcome satisfaction are likely to significantly en- 
hance subsidiary top management compliance in global industries. 


Hypothesis 6: The effect of organizational commitinent 
on subsidiary top managers' compliance with corporate 
strategic decisions will be stronger in subsidiaries with 
global industries than in subsidiaries with multidomestic 
industries. 


Hypothesis 7: The effect of trust in head office manage- 
ment on subsidiary top managers' compliance with cor- 
porate strategic decisions will be stronger in subsidiaries 
with global industries than in subsidiaries with multido- 
mestic industries. 


Hypothesis 8: The effect of outcome satisfaction on sub- 
sidiary top managers' compliance with corporate strate- 
gic decisions will be stronger in subsidiaries with global 
industries than in subsidiaries with multidomestic indus- 
tries. 


METHODS 
Unit of Analysis and Survey Instrument 


The unit of analysis was the individual subsidiary top manager. We 
included only subsidiary top managers directly participating in the annual 
strategic planning process conducted by their head office and their national 
unit in our study. All multinationals' subsidiaries should go through such a 
strategy-making process annually; head office and subsidiary top manage- 
ments decide on the subsidiary's strategic roles, resources, and responsibil- 
ities for the forthcoming year. Although the head office managers make the 
final decisions, this process involves interaction between them and subsid- 
iary top management as they weigh and trade off global and local priorities 
mainly on the basis of the nature of the unit's industries. 

To assess perceptions of procedural justice, we asked respondents to 
reflect back on the dynamics of the strategic planning process just past and 
to assess the extent to which they perceived that process to have been pro- 
cedurally just. Next, we asked the managers to assess the extent to which 
they were committed to their overall corporation, trusted their head office 
management, and were satisfied with the decision outcomes of the strategic 
process. We included these questions in a questionnaire given to subsidiary 
top managers within six weeks of the completion of their annual strategic 
planning process. As all multinationals participating in this study were on 
roughly the same planning cycle, all questionnaires were distributed at 
roughly the same time. Ten months later— just before the beginning of an- 
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other annual strategic planning process — we asked the subsidiary top man- 
agers to assess the extent to which they had complied with the corporate 
decisions resulting from the preceding process. In no instance were subsid- 
iary top managers asked to report on behalf of their subsidiary. Our focal 
interest was to understand how individuals' perception of procedural justice 
in their organization's decision-making process affected their personal atti- 
tudes and behavior. 


Data 


Participation in this research was solicited from 25 multinationals by 
means of direct and indirect personal contacts. In total, the head offices of 19 
multinationals allowed us to study their organizations. Their dominant in- 
dustries were computers, 5 firms; packaged foods, 4 firms; electrical prod- 
ucts, 4 firms; pharmaceuticals, 3 firms; automobiles, 1 firm; paper and wood 
products, 1 firm; and textiles, 1 firm. Fifteen of these multinationals were 
based in North America, and 4 were based in Europe. One had annual sales 
below $1 billion (U.S. dollars), and 4 had annual sales above $10 billion; the 
remaining firms had sales within this range. 

The head office of each multinational provided a list of its ten largest 
subsidiary units, with size judged in terms of annual sales, along with the 
names and addresses of the presidents of those operations. We sent a letter 
to the named presidents asking for their commitment, outlining the nature 
and the demands of the study, and assuring them that all survey responses 
would be kept strictly confidential. Of the 190 presidents, 63 expressed a 
willingness to participate in this study. These 63 subsidiary presidents pro- 
vided us with the names, titles, and addresses of an additional 132 subsid- 
iary top managers directly involved in their unit's last annual strategic plan- 
ning process. Hence, in tota], we had a target list of 195 subsidiary execu- 
tives. 

Our first-round questionnaire was distributed to each of these 195 sub- 
sidiary executives, and 161 were returned, of which 142 were complete in all 
respects. In the second step of our data collection, we distributed the second 
questionnaire, concerning compliance with strategic decisions, to the 142 
subsidiary top managers who provided analyzable responses in step one. Of 
these 142 questionnaires, we received 129, of which only 119 were complete 
in all respects. The step one and step two responses of 119 subsidiary top 
managers thus constituted the final set of data used in our analyses. 

A review of the profile of our final respondents revealed that a minimum 
of 5 to a maximum of 8 subsidiary top managers represented each of the 19 
participating multinationals. The 119 respondents represented 60 different 
subsidiary units; 29 of these subsidiaries were located in North America 
(Canada and the United States), 24 were in Europe, and 7 were in Asia (Japan 
and South Korea). The titles of our 119 participating subsidiary top manag- 
ers ranged from subsidiary president to director. All of them were directly 
involved in their units' annual strategic decision-making processes. Their 
average age was 51 years, and 99 percent of them were men. Although the 
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respondents' average tenure in their company was 17 years, their average 
tenure in a current position was 4 years. Eighty-two percent had earned a 
terminal bachelor's degree, and a small minority, 13 percent, had earned a 
master's or doctoral degree. Regarding the cultural background of our re- 
spondent pool, the great majority were North American (74 percent); 19 
percent were European, including 8 percent British, and only 7 percent were 
Asian. Most respondents (8296) identified English as their first language; 93 
percent of the non—native-English-speaking respondents judged their En- 
glish capability to be at level IV (level V was defined as native-English- 
speaking), and 7 percent deemed themselves fluent. Thus, all questionnaires 
were presented in English. 

We checked for the possibility of response bias at both ends of our data 
collection but found no evidence for such a bias. The specific characteristics 
compared to check for the possibility of response bias were (1) whether the 
subsidiary top managers of any particular multinational, subsidiary unit, or 
geographic location dropped out at a systematically greater rate than those of 
other multinationals, units, or locations and (2) whether subsidiary top man- 
agers with any particular procedural justice profile dropped out at a greater 
rate than did subsidiary top managers with other procedural justice profiles. 


Measurements: Independent and Dependent Variables 


Procedural justice. The independent variable of central interest in this 
study was the procedural justice of multinationals' strategic decision- 
making process as perceived by subsidiary top managers. To measure this 
construct, we employed the five-item procedural justice measure developed 
in our earlier study (Kim & Mauborgne, 1991). Respondents indicated, on a 
seven-point Likert-type scale, the extent to which (1) bilateral communica- 
tion existed between the managers of head offices and subsidiary units in- 
volved in multinationals' strategic decision making, (2) head office managers 
applied consistent decision-making procedures across subsidiary units, (3) 
subsidiary units could challenge and refute the strategic views of head office 
managers, (4) subsidiary units received a full account of the final strategic 
decisions of head offices, and (5) head office managers involved in strategic 
decision making were well informed about the local situations of subsidiary 
units. All five of these procedural justice items find fairly strong support in 
the existing literature (cf. Lind & Tyler, 1988) and relate well to Leventhal's 
(1980) criteria of justice. The Cronbach's coefficient alpha for this five-item 
scale was .85, and the intraclass correlation was .94. 

Organizational commitment. The organizational commitment of sub- 
sidiary top management was assessed using the nine-item short form of the 
Organizational Commitment Questionnaire developed by Mowday, Steers, 
and Porter (1979). Responses to the nine items were measured on a seven- 
point scale with scale anchors labeled 1, "strongly disagree," and 7, 
"strongly agree." We defined the organization as the multinational. Alpha 
for the overall nine-item scale was .90, and the intraclass correlation was .83. 

Trust in head office management. Four items measured the trust sub- 


1993 Kim and Mauborgne 513 


sidiary top managers had in head office management: (1) “How much con- 
fidence and trust do you have in head office management?" (2) “Head office 
management at times must make decisions which seem to be against the 
interests of your unit. When this happens, how much trust do you have that 
your unit's current sacrifice will be justified by the head office's future 
support for your unit?" (3) “How willing are you to accept and follow those 
strategic decisions made by head office management?" and (4) “How free do 
you feel to discuss with head office management the problems and difticul- 
ties faced by your unit without having fear of jeopardizing your position or 
having your comment ‘held against’ you later on?” These items were mea- 
sured on seven-point scales; alpha for the overall scale was .94, and the 
intraclass correlation was .81. 

Outcome satisfaction. Respondents indicated, on seven-point scales: (1) 
the extent to which they were satisfied overall with the content of tke re- 
sulting strategy decisions and (2) the extent to which they would prefer 
another strategy decision for their national unit (the second item wes re- 
verse-scored). The alpha for this measure was .84. The intraclass correlation 
for this variable was .95. 

Subsidiary top management compliance. Lacking an objective and 
quantifiable measure of subsidiary top management compliance, we faced a 
dilemma in assessing this construct. On the one hand, by having subsidiary 
top managers rate their own compliance and relying on these self-ratings 
alone, we might run the risk of common methods bias, social desirability 
bias, or both. Such biases were possible as our hypotheses are relatively 
straightforward, making it easy for subsidiary top managers to guess the 
purpose of our study. On the other hand, head office executives agreec that 
although it was possible for them to assess the extent of a subsidiary unit's 
overall compliance with strategic decisions, it was very difficult for them to 
do the same for individual subsidiary top managers. One reason for that 
difficulty was that often several subsidiary top managers must work togsther 
to carry out strategic decisions, and the joint effort masks the contribution 
and compliance of each individual. Furthermore, the sheer physical dis- 
tance separating head offices from overseas units makes it difficult for head 
office managers to accurately assess each subsidiary top managers' individ- 
ual compliance with strategic decisions. 

Given those difficulties, we bad subsidiary top management rate the 
extent of their own compliance and checked for bias in these self-ratings 
using four items: (1) “I followed the final strategic decisions made bz the 
head office with extreme care," (2) “I accepted and fully implemented the 
head office's final strategic decisions even if they were not parallel wita the 
strategic interests of my individual subsidiary unit," (3) "When presented 
the opportunity, that is, room for managerial discretion, I tended to disregard 
and even subvert the corporate strategic decisions in the interests of my 
national unit" (reverse-scored), and (4) “Overall, my actions taken since the 
last annual planning process have been fully consonant with executinz the 
strategic decisions to the letter and spirit with which they were set forth.” 
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All four items were measured on a seven-point Likert-type scale (1 — 
strongly disagree, 7 — strongly agree). The alpha for the four-item scale was 
.91, and the intraclass correlation was .91. 

To check for common methods and social desirability bias, we pooled 
the individual compliance scores of subsidiary top managers within each 
national unit, let the result serve as a surrogate for each subsidiary unit's 
compliance, and compared the surrogates with head office managers' assess- 
ments of the overall compliance of each participating unit. Head office man- 
agers rated, on a seven-point Likert scale, the extent to which each of their 
participating subsidiary units (1) adhered to the strategic decisions resulting 
from the last annual strategic planning—strategy-making process, (2) imple- 
mented the strategic decisions made for their national unit, and (3) failed to 
carry out those same strategic decisions (reverse-scored). The alpha for this 
three-item measure was .88. Before pooling managers' compliance scores to 
obtain national unit compliance scores, we checked the response consis- 
tency of individual compliance scores for each national unit for which mul- 
tiple responses were available, conducting one-way analyses of variance 
(ANOVAs) and Bartlett's M-tests to determine if there were any significant 
differences across member perceptions within the same subsidiary unit 
(Dixon & Massey, 1969). In no case was response inconsistency found. We 
then calculated unit compliance scores by averaging the scores of respon- 
dents for each unit, giving equal weight to each respondent. Finally, we 
assessed the correlation between head office and subsidiary top managers' 
unit compliance scores. The correlation between these two compliance 
scores was positive and significant (r = .72, p « .01), suggesting that neither 
common methods nor social desirability bias seriously contaminated our 
subsidiary top management scores. 


Industry Type as a Moderator 


To assess the type of subsidiary unit's industries, we first defined mul- 
tidomestic and global industries. As we noted early in this article, these two 
types of industries can be defined in terms of either their structural condi- 
tions or their strategic requirements for success. As elaborated in our dis- 
cussion of Yip's (1989) industry classification scheme, the number of indus- 
try traits needed to assess structural conditions is extensive. In contrast, 
there is general agreement in the literature (Prahalad & Doz, 1987; Roth & 
Morrison, 1990) that strategic requirements for success can be captured 
along only three relatively simple dimensions. Given the extensive informa- 
tion requirements already imposed on our respondents, we assessed this 
construct in terms of the latter. 

Accordingly, we defined global industries as those in which the prin- 
cipal strategic requirements for success are maximizing global economies of 
scale and scope, standardizing the majority of a business's ‘‘value-added 
chain" activities around the globe (by, for instance transferring standardized 
marketing practices and developing universal products), and deploying its 
worldwide network of resources against its global rivals. In contrast, multi- 
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domestic industries were defined as industries in which the principal stra- 
tegic requirements for success are substantially customizing product offer- 
ings to local customer needs, adapting the marketing approach to the local 
market, and instituting competitive moves based essentially on the compet- 
itive dynamics in the local market. 

We then asked subsidiary top managers to indicate the proportion of 
their unit's total sales accounted for by industry segments fitting each of the 
three following descriptions: (1) toward the multidomestic, (2) balanced 
between global and multidomestic, and (3) toward the global. It is worth 
noting that the second industry category was provided so as not to force the 
respondents to make a subjective judgment when they assessed the industry 
under evaluation as belonging to neither extreme. These three industry cat- 
egories were coded 1, 2, and 3, respectively. We then multiplied the pro- 
portional breakdown of a subsidiary's industry-segment sales across the 
three categories by each industry category's code to derive a weighted- 
average measure of the type of each subsidiary unit's industries. High values 
indicated a more global type, lower values, a more multidomestic type. 

We checked response consistency by comparing industry scores across 
subsidiary top managers operating within the same unit; in all cases, these 
ratings were consistent within units. We assessed the meaningfulness of the 
scores provided by subsidiary top managements by comparing them with 
head office managements' assessments of the type of each of their partici- 
pating subsidiary units' industries by first defining the two extremes and 
then having the head office managers assess which of the above three in- 
dustry descriptions best reflected each subsidiary unit's overall type. Hence, 
subsidiary top managers' industry scores were derived using a weighted 
average, but head office managers' industry scores were based on a one-item 
measure of their overall assessment of each subsidiary's industries. The 
correlation between these two scores was positive and significant (r — .71, 
p < .01). 


Measurements: Control Variables 


Two of the three control variables included in this study are decision 
outcome variables: the perceived fairness and favorability of strategic deci- 
sions. Justice-based research has found these two variables to affect outcome 
satisfaction in various settings strongly (cf. Greenberg, 1987). Furthermore, 
Tyler (1990) showed outcome fairness to have a direct impact on compliant 
behavior. However, as the strategic decisions of multinationals are driven 
overridingly by economic and competitive concerns and not by concern for 
decision outcome fairness and favorability at the subsidiary unit level (e.g., 
Hamel & Prahalad, 1985; Hout et al., 1982; Kim & Mauborgne, 1988), these 
two variables cannot be treated as design criteria and hence were treated as 
control variables in our study. 

Decision outcome fairness. Two items were used. First, we asked sub- 
sidiary top managers to assess the extent to which the strategic roles, re- 
sponsibilities, and resources allocated to their unit as a result of their last 
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annual strategic planning process reflected the performance their unit 
achieved. Second, subsidiary top managers were asked to assess the extent to 
which those roles, responsibilities, and resources reflected their unit's rel- 
ative contribution to the overall organization. Both of the items were mea- 
sured on seven-point Likert-type scales; alpha for this scale was .92, and the 
intraclass correlation was .86. 

Decision outcome favorability. Two items were used. The first asked 
subsidiary top managers to assess the extent to which the strategic roles, 
responsibilities, and resources allocated to their unit as a result of their last 
annual strategy-making process exceeded their unit's expectations. The sec- 
ond item asked subsidiary top managers to evaluate the absolute favorability 
of those roles, responsibilities, and resources, irrespective of whether they 
were perceived as deserved (fair) or not. These two items were measured on 
seven-point Likert-type scales; alpha for this scale was .88, and the intraclass 
correlation was .79. 

Reward system. Given the potential of the reward system of multina- 
tionals to influence subsidiary top managers' attitudes and compliant be- 
havior, it seemed important to control for its possible effect. For instance, the 
extent to which rewards are based on subsidiary top managers' contribution 
to the overall organization may well influence the extent to which those 
managers are inclined to comply with corporate strategic decisions. To as- 
sess this construct, we asked head office managements to identify, for each 
of their participating subsidiary top managers, the extent to which total 
rewards (salary plus bonuses) were based on contribution to the overall 
organization (0—100 percent). 


ANALYSES AND RESULTS 


Hypotheses 1, 3, 4, and 5 are.about the main effect of procedural justice 
(X4), organizational commitment (X;), trust (X,), and outcome satisfaction 
(X4) on subsidiary top management compliance (Y), respectively. Hypothe- 
ses 2, 6, 7, and 8 are about the effect of the interaction between a moderator, 
subsidiary industry (Z), and X,, X;, X4, and X,, on compliance, respectively. 
Mathematically, Hypothesis 2, for instance, states that dY/dX, will be a func- 
tion of Z. This relationship can be expressed as dY/dX, = a + bZ. The same 
relationship applies for X,, X4, and X4. Hypotheses 2, 6, 7, and 8 predict b to 
be positive for X,, X,, X,, and X,, respectively. Hence, b, the effect of each 
of the four interaction terms, X,Z, X,Z, X47, and X,Z, on Y, provided the 
exact test for each of these four hypotheses. 

For us to properly estimate the postulated effects, however, the equation 
for subsidiary top managers' compliance needed to be well-specified first. 
Accordingly, we identified all the relevant variables, including the hypoth- 
esized ones and the available controls, predicted to affect compliance. Since 
we had a theoretical basis for judging that these identified predictors should 
not be treated simultaneously and equally, we identified their proper causal 
order, which is shown in Figure 1. We then used a hierarchical model in 
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which these variables and the interaction terms were entered according to 
their predicted causal sequence (James & Brett, 1984). The effects of our 
hypothesized predictors were assessed on the basis of their unique contri- 
bution to the total variance in compliance, evaluated as the increase in R?. 
The interaction terms were always entered into the equation in their final 
order after all the related study variables had been controlled for (Cohen & 
Cohen, 1983). 

We checked several conditions critical to proper analyses of moderated 
mediation relations (Billings & Wroten, 1978; James & Brett, 1984; James, 
Mulaik, & Brett, 1982). The correlations between the independent variables 
ranged from — .24 to .62; those around or above .50 were of particular con- 
cern. We assessed multicollinearity by regressing each independent variable 
on all the others (Lewis-Beck, 1980). Except for decision outcome fairness 
and favorability, this multicollinearity assessment produced Rs far from 
unity, ranging from .04 to .11. Our conclusion was that multicollinearity was 
not a serious concern except for decision outcome fairness and favorability. 
We thus combined those two highly correlated variables into a single con- 
struct, decision outcome concerns (« — .77, r — .62); the conceptual ratio- 
nale for this combined construct can be found in our earlier (1991) study. 

Second, we checked the internal consistency of our multiitem measures 
through their alpha coefficients, which ranged from .77 to .94, revealing 
satisfactory levels of internal consistency reliability (Nunnally, 1978). Fi- 
nally, we examined the autocorrelations among the residuals of our endog- 
enous variables using Durbin-Watson d-statistics computed for each endog- 
enous variable. Given that the closer d is to 2, the stronger is the evidence 
that the residuals are uncorrelated (Dillon & Goldstein, 1984), the range for 
d we found (1.86—2.09) provided strong evidence for uncorrelated residuals. 
Although it is not directly relevant here, it is interesting to note that the 
intraclass correlation coefficients for our variables assessing their interrater 
reliability ranged from .79 to .95, showing high interrater convergence 
within subsidiaries. 

Table 1 presents means, standard deviations, and Pearson correlations 
for all variables used in our analyses. Subsidiary top management compli- 
ance does not have a bivariate correlation with the industry moderator, 
which suggests that the research design adequately controlled for the effects 
of industry context on subsidiary top management compliance. 

In the first set of equations, we regressed subsidiary top management 
compliance on commitment, trust, and outcome satisfaction in step 1, add- 
ing procedural justice and the associated control variables (decision out- 
come concerns and reward system) individually in step 3 after including the 
other variables not entered in step 3 in step 2, the industry moderator in step 
4, the three interaction terms generated by the moderator and commitment, 
trust, and outcome satisfaction in step 5, and the interaction term generated 
by the moderator and procedural justice in step 6. This process allowed us 
to test the direct effects of procedural justice (Hypothesis 1) and its interac- 
tion term (Hypothesis 2). 
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In the second set of equations, we regressed subsidiary top management 
compliance on procedural justice and the associated control variables in . 
step 1, adding each of the three attitudes individually in step 3 after includ- 
ing the other two attitudes in step 2, the industry moderator in step 4, and 
the interaction term generated by the moderator and procedural justice in 
step 5; the three interaction terms generated by the moderator and each of the 
attitudes were added individually in step 7 after we included the other two 
interaction terms in step 6. This process allowed us to test the direct effects 
of commitment (Hypothesis 3), trust (Hypothesis 4), outcome satisfaction 
(Hypothesis 5), and the three interaction terms (Hypotheses 6, 7, and 8). 

The significance of these effects was assessed through corresponding 
coefficients (AR?). Models 3, 6, and 7 generate the results most relevant to 
our aim. Table 2 presents the results. The equation for step 4 is also included 
to illustrate the main effect of subsidiary industry type on compliance. 

‘In Table 2, the figures in boxes represent the direct effects. The error 
variance for testing the significance of the regression coefficient was based 
on the R?, which includes only the study variable or variables that entered 
the equation prior to that point in the hierarchy (Cohen & Cohen, 1983). 
Accordingly, even for the same variable, the error variance and hence the 
significance test values for the regression coefficient can vary with a vari- 
able's position in the order of entry. Also, Table 2 reports unstandardized 
regression coefficients. Given that the points of origin of our study variables 
are arbitrary, as is the case for most interval-scale variables, our regression 
coefficients needed to be independent of those points of origin to be mean- 
ingful. In the presence of interactive or cross-product terms, the unstand- 
ardized, but not the standardized, regression coefficients have such inde- 
pendence (Southwood, 1978) and hence were used. 

Results support Hypothesis 1. In model 3, the coefficient of procedural 
justice is positive and significant (p « .05). Findings also support Hypoth- 
eses. 3, 4, and 5. In model 3, the coefficients of commitment, trust, and 
outcome satisfaction are also all positive and significant (p « .01). 

Results support Hypothesis 2, dealing with the effect of subsidiary in- 
dustry type (Z) on the utility of procedural justice (X,) in generating subsid- 
iary top management compliance (Y). As model 6 in Table 2 indicates, the 
coefficient of the interaction term is positive and significant (p « .05). In the 
partial derivative of this equation with respect to X,, 0Y/0X, = .20 + .06Z, 
9Y/0X, is positive over the entire observed range of the industry variable. The 
effect is stronger for top managers of subsidiaries operating in global rather 
than multidomestic industries. 

Results also support Hypothesis 6, dealing with the effect of subsidiary 
industry type (Z) on the utility of organizational commitment (X,) in induc- 
ing compliant behavior (Y). As model 7 indicates, the coefficient of the 
interaction term is positive and significant (p « .01). To gain further insight 
into exactly how this effect varies with industry type, we computed the 
partial derivative of this equation with respect to X, as 0Y/0X,, = .27 + .10Z. 
Over the observed range of the industry variable (1 = Z = 3), dY/aX, is 
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TABLE 2 
Results of the Hierarchical Regression Analyses for Subsidiary Top 
Managers’ Compliance? 
Variables Model 3° Model 4 Model 6 Model 7 
Procedural justice 0.22" 0.22 0.23 0.20 0.20 
Decision outcome concerns 0.20t 0.20 0.19 0.18 0.18 
Reward system 0.03* 0.03 0.02 0.01 0.01 
Organizational commitment 0.35 0.35** 0.31 0.27 0.27 
Trust in head office management 0.27 0.27** 0.29 0.27 0.27 
Outcome satisfaction 0.25 0.25** 0.21 0.21 0.21 
Subsidiary industry type -159 -159 


Subsidiary industry type x 


procedural justice 0.06 


Subsidiary industry type x 





organizational commitment 0.10 

Subsidiary industry type x 
trust 0.12 

Subsidiary industry type X 
outcome satisfaction 0.05 

Constant —-1.75 —1.75 3.30 —0.36 — 0.38 
R? .57** .57** .59** .68** .68** 
df 6,112 6,112 7,111 11,107 11,107 
AR?* .14** .29** .02* .02* .06** 


df 3,112 3,112 1,111 1,107 3,107 


* Unstandardized regression coefficients are reported. N = 119. Figures in boxes represent 
the direct effects of the corresponding study variables on subsidiary top management compli- 
ance; significance levels are provided only for these direct effects. 5 

> The first column of model 3 presents the results of the first set of equations while the 
second column shows the results of the second set. 

€ The increment in R? over the preceding step results from the additional entry of the 
variable or variables associated with the figure or figures in boxes. 

tp <.10 
*p«.05 
**p«.01 


always positive. However, the effect is stronger for top managers of subsid- 
jaries operating in global industries. 

For Hypothesis 7, dealing with the effect of subsidiary industry type (Z) 
on the utility of trust (X,) in generating subsidiary top management compli- 
ance (Y), the results are again supportive. As model 7 in Table 2 indicates, 
the coefficient of the interaction term is positive and significant (p « .01). 
The partial derivative of this equation with respect to X, was computed as 
9Y/aX4 = .27 + .12Z. Over the observed range of the industry variable, it can 
be seen that 3Y/0X, is always positive. However, the effect is stronger for top 
managers of subsidiaries operating in global industries. 

Results do not support Hypothesis 8, dealing with the effect of subsid- 
iary industry type (Z) on the utility of outcome satisfaction (X,) in motivat- 
ing compliance (Y). As model 7 indicates, the coefficient of the interaction 
term is positive but not significant. We computed the partial derivative of 
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this equation with respect to X, as dY/aX, = .21 + .05Z. Over the observed 
range of the industry variable, the value of dY/aX, is higher for top managers 
of subsidiaries operating in global rather than multidomestic industries. 
Hence, although the results confirm the general direction of Hypothesis 8, 
they do not support its specific prediction. 

Although we did not formally predict the relationship, our previous 
discussion indicates that, other things being equal, subsidiaries with global 
industries tend to be associated with a low level of subsidiary top manage- 
ment compliance. Thus, we expected that after all other study variables 
affecting compliance were controlled, the main effect of a subsidiary's in- 
dustry on compliance would be negative. As shown in model 4, results are 
consistent with the above expectations. As also reported in Table 2, although 
the main effects of our two control variables— decision outcome concerns 
and the reward system—on compliance varied in their statistical signifi- 
cance, their general direction was positive and hence appears to be consis- 
tent with current arguments in the literature on justice discussed earlier. 


DISCUSSION 


Procedural justice and the attitudes of commitment, trust, and outcome 
satisfaction exercise overall positive effects on subsidiary top management 
compliance with multinational's corporate decisions. However, the strength 
of those effects varies with the nature of a subsidiary's industries, with the 
effects being stronger for global than for multidomestic types. Although this 
moderation effect was only marginal for outcome satisfaction, our results 
suggest that the utility of procedural justice in motivating compliance is not 
constant but contingent upon a subsidiary's industry type. As multidomestic 
and global industries represent opposite poles on the industry continuum, it 
follows that the closer a subsidiary's industries are to the global end, the 
more powerful is procedural justice in generating subsidiary top manage- 
ment compliance. From a purely instrumental and efficiency perspective, 
head office managers need to carefully reckon the net gain resulting from 
exercising procedural justice for subsidiaries operating in multidomestic 
industries. This caution is especially in order given that the exercise of 
procedural justice may well be expensive in terms of the time and effort 
required to reach final strategic decisions. 

On the other hand, we found that for subsidiaries operating in global 
industries, the exercise of procedural justice in strategy making is an effec- 
tive way to foster subsidiary top management compliance. This finding is 
important for two reasons. The first reason stems from the nature of corpo- 
rate strategic decisions made for subsidiaries with global industries. For 
such subsidiaries, the strategic emphasis tends to be overridingly on global 
concerns that are largely extraneous to the operations of any particular sub- 
sidiary unit; examples are the strategic moves of global competitors and 
efforts to realize maximum global efficiencies. As a result, subsidiary units 
are often required to trade short-term for long-term priorities and make sac- 
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rifices at the national level for the benefit of the overall corporation. Given 
that corporate strategic decisions are often not in line with the individual 
interests of subsidiary units, in the absence of any countervailing mecha- 
nisms, subsidiary top managers may well be inclined to ignore those deci- 
sions. Hence, the function of procedural justice as a countervailing mecha- 
nism is very valuable to effective strategy implementation here. 

The second reason stems from the decline in fiat, monitoring, and au- 
diting capabilities in multinationals (cf. Ghoshal & Bartlett, 1988; Hedlund, 
1986; Kim & Mauborgne, 1989), which has enhanced the scope of subsidiary 
top managers' discretion and reduced their probable abidance with corpo- 
rate strategic directions (Williamson, 1975). Again, the role of procedural 
justice as a countervailing mechanism that motivates subsidiary top manag- 
ers to execute corporate strategic decisions is important here. 

An important recent shift in thinking concerning the management of 
multinationals is the recognition that these organizations need to treat var- 
ious subsidiary operations differently (Bartlett & Ghoshal, 1986, 1989; Hed- 
lund, 1986; Prahalad & Doz, 1987). As Bartlett and Ghoshal (1986) convinc- 
ingly argued, applying a “United Nations" model of management, wherein 
subsidiary units are treated uniformly, increasingly stifles a multinational’s 
ability to reap the benefits of operating in diverse international conditions. 
The results of this study not only support this insight but, more important, 
provide guidance into how this task might wisely be achieved. The results of 
this research paint a picture of multinationals as differentiated networks in 
which principles of procedural justice govern strategic relationships be- 
tween head offices and subsidiaries, and the enforcement of those principles 
varies according to the nature of a subsidiary’s business. Hence, the results 
of this study provide what is perhaps the first empirically grounded guid- 
ance to how multinationals can begin to achieve the difficult task of cus- 
tomizing the management of their international operations. 

In our previous work (Kim & Mauborgne, 1991), we argued that the 
exercise of procedural justice generates social harmony, but our analyses did 
not include harmony as a variable since no theoretical reason predicts a 
relationship between it and subsidiary top management compliance, the 
variable of our central interest here. The present study used a set of two-stage 
longitudinal data in an attempt to strengthen the causal inference from pro- 
cedural justice and attitudes to subsidiary top management compliance via 
an assessment of procedural justice and attitudes at one time and an assess- 
ment of subsidiary top management compliance at a later time. Ideally, 
however, we would have measured each construct two or more times (e.g., 
Billings & Wroten, 1978). Multiple assessments would have allowed us to 
eliminate the potential effect of prior practices or attitudes on the observed 
relations; perceptions of procedural justice preceding the first data collec- 
tion might, for instance, affect both procedural justice and compliance. How- 
ever, despite the potential advantages of that approach, time and funding 
constraints prevented its pursuit. Hence, the causal patterns that have 
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emerged in this research must be interpreted with the potential limitation 
attached to one-time measurement in mind. 

Several questions and issues for future research arise from this study. A 
first extension would be to explore the effect of exercising procedural justice 
on the quality of resulting strategic decisions. The critical question here 
would be, Does the exercise of procedural justice in multinationals' strategy- 
making process lead to or detract from the formation of high-quality strat- 
egy? The answer to this question is important because if the exercise of 
procedural justice seriously compromises the quality of a multinational's 
strategic decisions, its desirability from a management perspective may be 
substantially lessened. Indirect evidence does exist, however, to suggest that 
the exercise of procedural justice may well be conducive to the creation of 
effective strategies. Specifically, several management practices increasingly 
recognized as engendering effective strategies are conceptually similar to the 
design principles of procedural justice. For instance, two-way communica- 
tion between head office and subsidiary top management, a dimension of 
procedural justice, is similar to Prahalad and Doze (1987) notion of “plu- 
ralism," which they view as critical to global learning and the effective 
balancing of a flexible, country-specific perspective with a global, cost- 
competitive one. Likewise, variants of elements of procedural justice, such 
as "ability to challenge and refute the strategic decisions of head office 
management," have been recognized as central to strategic renewal and the 
continuous alignment of strategies with the dynamic environment (Prahalad 
& Doz, 1987). 

A second extension of this work might be to assess to what extent the 
compliance implications of procedural justice are universal or culturally 
bound. Although most studies have found the effects of procedural justice to 
be universal (cf. Lind & Tyler, 1988), Leung and Lind (1986) found culture- 
based variations. Given the dominance of North Americans in this study, we 
were unable to establish the universality of tlie effects found. To address this 
issue, later studies should try to expand their base of respondents to include 
an even representation of different cultural backgrounds, such as the Ger- 
man, French, and Japanese. 

In examining influences on subsidiary top management compliance, 
this study focused on justice concerns and the attitudes generated by pro- 
cedural justice as well as the structures of multinationals' reward systems. It 
did not explore the potential effects of other variables that may also infiu- 
ence subsidiary top managers’ compliance, such as type of organizational 
structure, organizational culture, and other socialization systems. Hence, a 
third extension might be to develop a more comprehensive model of sub- 
sidiary compliance allowing assessment of the contribution of other vari- 
ables to subsidiary top management compliance. 

A final extension would be to improve on some of the operational lim- 
itations of this study. One of the most obvious is our use of self-reported 
data. The use of’data based on objective measures would of course better 
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prevent the possibility of common methods or social desirability bias. In the 
absence of an objective way of measuring the study variables, however, we 
used multirater measurement approaches to mitigate the possibility of such 
bias. We made such an effort for our focal variables whenever possible and 
also followed Heneman's (1974) approach to enhancing the accuracy and 
validity of self-ratings: that confidentiality of responses be guaranteed and 
that ratings be used only for the purposes of scientific research and not for 
personal evaluation from an organization's perspective. Follow-up studies, 
however, need to systematically apply such approaches to all study vari- 
ables. 

Despite the need for extensions and refinements, this research makes 
several major contributions to our initial work (Kim & Mauborgne, 1991) and 
all other research on procedural justice. We expressly assessed the effects of 
procedural justice and the attitudes it generates on subsidiary top managers' 
compliance, tested the role of subsidiary industry type in moderating those 
effects, used two-stage longitudinal data for tests, and provided evidence 
supporting the value of procedural justice to strategy implementation by 
addressing one of the most compelling questions outstanding in the field of 
international management: How can a multinational motivate subsidiary top 
managers to comply with its corporate strategic decisions? 
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This study examined relationships among three methods of leader mon- 
‘ itoring, employee perceptions of workplace justice, and employee citi- 
zenship behavior. We hypothesized that monitoring would negatively. 
` affect citizenship because close control may keep employees from per- 
forming duties seen as extra and perhaps not leading to rewards. How- 
ever, we also hypothesized that monitoring's focus on gathering unbi- 
ased information would positively influence employees’ perceptions of 
fairness, which have been found to predict citizenship behavior. Re- 
sults of structural equations modeling used to test direct and indirect 
relationships among the variables indicated that the monitoring 
method of observation negatively influenced citizenship but also had a 
positive influence through its effect on perceptions of fairness. 


Recent evidence has shown performance monitoring to have a positive 
influence on subordinate performance and managerial effectiveness (Ko- 
maki, 1986; Komaki, Desselles, & Bowman, 1989; Larson & Callahan, 1990). 
As a task-oriented behavior, monitoring allows managers to obtain informa- 
tion about the performance of subordinates (Komaki, Zlotnick, & Jensen, 
1986). This information can be used as feedback to subordinates (Flamholtz, 
1979) or as a way to discriminate between high and low performers, thus 
facilitating the administration of contingent rewards (Komaki, 1986). Mon- 
itoring. also communicates to subordinates information concerning the im- 
portance of particular tasks (Larson & Callahan, 1990). Given its task orien- 
tation, monitoring should have a positive impact on subordinate perfor- 
mance, or in-rolé behaviors. The effective functioning of an organization, 
however, depends not only on subordinates’ in-role behaviors, but also on 
their extra-role, or citizenship behaviors (Organ, 1988a). Does frequent mon- 
itoring of employee performance also discourage employees’ motivation to 
go above and. beyond their job descriptions, decreasing helping behaviors 
and other acts of employee citizenship? 

There is evidence of both negative and positive effects of monitoring on 
extra-role behaviors. Although specific research on the issue is sparse, the 
traditional human relations perspective would seem to equate managerial 


527 - 


528 Academy of Management Journal June 


monitoring behaviors to close supervision, which has been related to de- 
creased levels of employee motivation (e.g., Likert, 1961; McGregor, 1960). 
Seeking performance information suggests an authoritarian approach to 
management, in which an Orwellian “Big Brother" tries to watch and con- 
trol the behavior of each employee. Recent accounts of employee reactions to 
computer monitoring give testimony to the potential for monitoring to have 
a "dark side" (Hoerr, 1988; McCandless, 1988). 

On the other hand, Peters and Waterman's (1982) concept, “manage- 
ment by wandering around" (MBWA), suggests that managers’ keeping in 
touch with employees enhances communication between the two and may 
contribute to a '"people-oriented" culture in an organization. Chalykoff and 
Kochan (1989) found that job satisfaction increased and intent to leave de- 
creased when employees perceived the use of computer monitoring to be 
"appropriate." The gathering of accurate and unbiased information is one of 
the basic components of procedural fairness (Leventhal, 1980). Organiza- 
tional citizenship behavior (OCB) has been found to be related to satisfaction 
(Bateman & Organ, 1983; Smith, Organ, & Near, 1983) and workplace justice 
(Moorman, 1991). We would thus expect monitoring to have a positive in- 
fluence on extra-role behaviors when employees see it as appropriate or 
justified. 

Although research suggests a positive relationship between leader mon- 
itoring and subordinate in-role behaviors, theory seems to be equivocal con- 
cerning the relationship between monitoring and extra-role behaviors. The 
purpose of this study was to examine the latter relationship. The evidence 
cited above suggests employees may respond negatively to the controlling 
aspect of monitoring but may respond positively if they perceive the mon- 
itoring to be part of the managerial job of maintaining fairness. We proposed 
and tested a compensatory model in which three methods of leader moni- 
toring are hypothesized to have not only direct and negative effects on OCB, 
but also indirect and positive effects through the impact of leader monitoring 
on perceptions of fairness. 


THEORETICAL FRAMEWORK AND HYPOTHESES 


Despite the large amount of extant leadership research, authors have 
given very little attention to the effects of leader monitoring behaviors; how- 
ever, they have generally included some form of monitoring in taxonomies 
of effective managerial behaviors (e.g., Komaki et al., 1986; Luthans, 
Hodgetts, & Rosenkrantz, 1988; Yukl, 1989). Komaki and her colleagues 
(Komaki, 1986; Komaki et al., 1986) developed a taxonomy of work-related 
supervisory behaviors as part of their Operant Supervisory Taxonomy and 
Index. They separated supervision into three categories: (1) performance 
antecedents (instruction, clarifying work), (2) performance monitors, and (3) 
performance consequences (evaluation, giving rewards). Performance mon- 
itors were defined as behaviors involved with gathering performance infor- 
mation and included four methods: (1) work sampling: observing subordi- 
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nates or inspecting their work; (2) reading written reports: checking results 
found on production reports or other documents; (3) self-reports by subor- 
dinates: discussing performance directly with subordinates individually or 
as a group; and (4) secondary sources: discussing subordinate performance 
with relevant others. 

Komaki (1986) found that insurance managers rated as highly effective 
by their superiors spent more time monitoring than managers rated as mar- 
ginally effective, but the two types of managers did not seem to differ in time 
spent on antecedents and consequences. Specifically, she found work sam- 
pling to be the method of monitoring whose use most discriminated between 
effective and marginal managers. Komaki, Desselles, and Bowman (1989) 
found that boating teams whose leaders spent much time monitoring were 
more successful than teams whose leaders spent little time monitoring. Ko- 
maki (1986) explained her results from an operant perspective, noting that 
monitoring is necessary to assure that the rewards administered are contin- 
gent on performance. Larson and Callahan (1990) also supported the positive 
impact of monitoring on task performance in a laboratory study. They ex- 
plained the effect in terms of social information processing: a leader, through 
work sampling and observation, conveys information to subordinates about 
the value or importance of task performance. This added value motivates 
subordinates to focus their efforts on the task being monitored. 

In this article, methods of leader monitoring refer to two of Komaki’s 
four methods: work sampling and employee self-reports. We divided the 
method of using employee self-reports into formal meetings and informal 
discussions, considering this distinction necessary because the two types of 
discussion differ; formal meetings are scheduled and structured, whereas 
informal discussions are spontaneous and variable in structure. Our focus on 
only those categories resulted partly from the nature of our research setting 
and partly from our use of the survey method. The use of written reports was 
not a relevant method of monitoring because the workers studied were not 
responsible for writing status reports for their managers. The use of second- 
ary sources as a method of monitoring represented a set of behaviors not 
visible to each employee, which limited the employees' ability to respond to 
survey questions concerning their manager's use of this method. We focused 
_ instead on the degrees to which leaders observed subordinates working and 
spent time discussing work problems and progress with them. 


Methods of Leader Monitoring and Organizational Citizenship Behavior 


Though positive relationships between monitoring and employee in- 
role performance have been found, monitoring may directly decrease organ- 
izational citizenship behavior (OCB), defined as extra-role behavior that is 
discretionary and not explicitly related to the formal reward system of an 
organization but is conducive to its effective functioning (Organ, 1988a). 
Examples of OCB include being helpful and conscientious, performing job 
duties to levels well beyond those normally expected, becoming involved in 
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the governance of the organization, and taking steps to improve all aspects of 
a job even when such innovation is not required (Graham, 1989; Organ, 
1990). 

Performance monitoring is a key component of organizational control 
systems (Flamholtz, 1979), and top-down control in organizations has long 
been targeted for change by human relations and organizational develop- 
ment experts (cf. French, Bell, & Zawacki, 1989; Likert, 1961; McGregor, 
1960). Close supervision reduces employees' autonomy and self-responsi- 
bility. If people have a need to feel competent and self-determining (Deci, 
1971, 1975), managerial behaviors that limit their freedom, such as observ- 
ing them at work or keeping tabs on their work progress, could elicit “psy- 
chological reactance” (Brehm, 1972). Such “reactance” could take the form 
of poor job attitudes, minimum levels of effort, or both. An employee having 
such reactions would be unlikely to exhibit discretionary behaviors reflect- 
ing efforts above and beyond the norm. 

Aside from the human relations argument, another, more pragmatic, 
argument for a negative relationship between leader monitoring and OCB 
can be made. Generally, managers monitor employees' progress toward task 
accomplishment. By monitoring indicators of task performance, a manager 
places emphasis on in-role behavior (Larson & Callahan, 1990). Since OCB, 
by definition, does not directly contribute to task accomplishment, employ- 
ees who are being monitored may tend to focus on the emphasized in-role 
behaviors. In fact, frequent monitoring suggests that a subordinate's work is 
below-standard and the manager is concerned with in-role performance. In 
this case, not only is the subordinate likely to exhibit little OCB, but the 
manager may prefer that the subordinate ignore such behavior until in-role 
performance is in order. 

Therefore, leader behaviors that focus attention on task accomplishment 

could constrain extra-role behaviors. Larson and Callahan (1990) showed 
that monitoring work through observation placed added importance on task 
behaviors. If nonverbal behaviors, such as watching them work, can com- 
municate task importance to employees, it is not unreasonable to assume 
that more explicit verbal behaviors would do likewise. Leaders initiate dis- 
cussions with employees to check on work progress and to serve as on-the- 
spot problem solvers for employees. Such discussions often pinpoint spe- 
cific in-role behaviors needing clarification, which will directly contribute 
to the employee's work performance. The leaders can learn important infor- 
mation from employees concerning day-to-day problems and can also re- 
spond to their questions immediately. This process should focus the em- 
ployees on task accomplishment. Formal meetings, although not as sponta- 
neous as informal discussions, will still emphasize in-role behaviors. 
Managers can use formal meetings to obtain private information concerning 
an individual's work progress or to discuss the work problems facing a 
department or small group; or such meetings can serve as a forum for gath- 
ering general information and opinions relating to recurring or potential 
problems. In all settings, the leaders' primary focus is on gathering informa- 
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tion that will suggest ways to accomplish the work. Thus, employees would 
likely focus their subsequent efforts on in-role behaviors rather than on other 
behaviors. 

Therefore, as employees perceive their leader to be observing their 
work, initiating work-related discussions, or holding formal meetings con- 
cerned with work progress, they may both perceive that emphasis is being 
placed on in-role task performance and feel that their freedom to act is 
constrained. Those perceptions will result in a reduction of their efforts to 
exhibit behaviors outside their basic job descriptions. Thus, 


Hypothesis 1a: Observation, as a method of leader mon- 
itoring, will have direct and negative effects on the di- 
mensions of organizational citizenship behavior employ- 
ees exhibit. 


Hypothesis 1b: Informal discussions, as a method of 
leader monitoring, will have direct and negative effects 
on the dimerisions of organizational citizenship behavior 
employees exhibit. 


Hypothesis 1c: Formal meetings, as a method of leader 
monitoring, will have direct and negative effects on the 
dimensions of organizational citizenship behavior em- 
ployees exhibit. 


Leader Monitoring and Organizational Justice 


Despite these potentially negative effects on OCB, monitoring is one of 
the primary mechanisms available to managers for maintaining fairness in 
reward allocation decisions. Workplace fairness has been the subject of 
much recent research (e.g., Folger & Konovsky, 1989; Greenberg, 1990a" and 
has been suggested as an organizational variable that could be related to 
many positive work outcomes. Recent theory concerning workplace fairness 
has focused on expanding conceptualizations of fairness to incorporate both 
distributive and procedural justice. Distributive justice is the degree to 
which rewards are allocated in an equitable manner. Procedural justice is 
the degree to which those affected by such allocation decisions perceive 
them to have been made according to fair methods and guidelines (Folger & 
Greenberg, 1985; Greenberg, 1990b; Lind & Tyler, 1988; Tyler & Bies, 1990). 

Given the importance of gathering accurate information to making fair 
decisions, it is not difficult to identify reasons why leader monitoring can 
influence an employee's perception of fair treatment. If a leader is taking 
steps to gather information concerning a subordinate's performance, the sub- 
ordinate should be more likely to perceive the subsequent reward distcibu- 
tion as fair and thus that distributive justice has prevailed. Conversely, if the 
subordinate perceives that the manager has little knowledge about his o> her 
work, the subordinate will likely feel less confident about the faimess ot me 
reward allocation. pP De 
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The relationship between methods of leader monitoring and percep- 
tions of procedural justice can be understood in terms of what defines a 
procedure as fair. Leventhal (1980) and Leventhal, Karuza, and Fry (1980) 
defined fair procedures in terms of six procedural rules: the consistency 
rule, the bias suppression rule, the accuracy rule, the correctability rule, the 
representativeness rule, and the ethicality rule. If a procedure helps to sat- 
isfy even one of these rules, a subordinate will consider it fair. 

Methods of monitoring influence procedural justice perceptions be- 
cause (1) gathering information about performance can influence the like- 
lihood that subordinates perceive a leader as basing decisions on accurate 
information (the accuracy rule), (2) performance monitoring can provide the 
broad base of knowledge that allows the leader to make unbiased decisions 
(the bias suppression rule), and (3) monitoring can help the leader make 
unbiased decisions in a manner consistent across persons and over time (the 
consistency rule). As Chalykoff and Kochan (1989) found, computer moni- 
toring of telephone operators had a positive effect on job satisfaction and a 
negative effect on intent to leave their organization when the information 
gathered was used as part of its feedback and performance appraisal system. 
When employees perceived monitoring as appropriate, or justified, they ac- 
cepted it and developed positive feelings for the organization as a result. 

This general theory can be applied to specific methods of monitoring. 
As leaders observe employees working or initiate work-related discussions, 
they are gathering specific performance information. Making frequent obser- 
vations in a variety of situations and improving observational skills have 
been shown to help reduce attributional biases that create problems in per- 
formance reviews (Hedge & Kavanagh, 1988; Sims & Gioia, 1984). Observ- 
able behaviors, however, may not give a leader all the information about 
work progress needed as a basis for decisions. By initiating discussions, the 
leader can gain additional information from a subordinate concerning work 
problems and progress. Finally, frequent formal meetings can also yield 
specific information concerning an individual's work behavior or more gen- 
eral information about group task progress, depending on whether the meet- 
ing is with a particular employee or an entire unit. Again, by obtaining 
additional information, the leader shows an interest in what the employees 
are doing and the problems they are facing. The leader is perceived as want- 
ing to stay informed. As Jacobs noted, “It seems reasonable to conclude that 
superordinate behaviors which emphasize productivity are required of him 
as the organization's representative in defining to the work group what the 
organization considers minimal to ensure distributive justice for itself" (Ja- 
cobs, 1971: 294). Monitoring, whether through observation, discussions, or 
meetings, should give the employees confidence that fairness will be a pri- 
ority. Thus, ` 


Hypothesis 2a: Observation, as a method of leader mon- 
itoring, will have a positive effect on the dimensions of 
organizational justice perceived by employees. 
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Hypothesis 2b: Informal discussions, as a method of 
leader monitoring, will have a positive effect on the di- 
mensions of organizational justice perceived by employ- 
ees. 


Hypothesis 2c: Formal meetings, as a method of leader 

monitoring, will have a positive effect on the dimensions 

of organizational justice perceived by employees. 
Workplace Justice and Citizenship 

Recent work in the area of organizational justice has suggested that 
employee perceptions of both distributive and procedural justice influence 
OCB (Fahr, Podsakoff, & Organ, 1990; Moorman, 1991; Moorman, Organ, & 
Niehoff, 1991; Organ, 198828). That is, if employees perceive the outcomes of 
their evaluations to be fair or perceive the process by which outcome allo- 
cation decisions are made to be fair, they will be likely to reciprocate by 
performing behaviors to benefit their organization that go beyond the in-role 
performance of their jobs. 

Distributive justice. Organ (1988a, b; 1990) suggested a theoretical basis 
for the relationship between distributive justice and citizenship using equity 
theory and Blau's (1964) distinction between economic and social exchange. 
According to equity theory (Adams, 1963), perceptions of an unfair distri- 
bution of work rewards relative to work inputs create tension within an 
individual, and the individual is motivated to resolve the tension. If OCB is 
considered a work input, then an employee's response to underpayment, 
perceived as an inequity, could be a decreased exhibition of OCB (Organ, 
1988a). In fact, since OCB is discretionary and lies outside employees’ for- 
mal role requirements, a decrease in OCB would reflect a less radical change 
to their reward-to-input ratio than a change in in-role task behavior (Organ, 
1990). Also, considering that situational factors often constrain in-role be- 
haviors (Herman, 1973; Organ, 1977), the choice of decreasing OCB as a 
response to underpayment would be even more likely. However, Organ 
(1990) noted that using outcome fairness to promote OCB suggests a contra- 
diction: If OCB is defined as behavior not formally rewarded by an organ- 
ization, how then could perceptions of distributive justice, which are based 
on the allocation of rewards, influence OCB? 

To explain this apparent contradiction, Organ (1990) invoked Blau's 
(1964) distinction between economic and social exchange. Blau suggested 
that employee behavior can be defined in terms of two types of exchange. 
The first, economic exchange, motivates behavior designed to fulfill the 
formal contract of employment, which Rousseau and Parks (1993) called a 
transactional contract. Close adherence to the conditions of that contract, 
full enforceability, and unambiguous agreement on what is required from 
both parties characterize such exchange. The second type, social exchange, 
differs from economic exchange in that it is based on a more psychological 
contract and involves defined obligations on the part of both sides, with the 
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means of reciprocating fair distributions left to the discretion of the em- 
ployee. 

Organ suggested that the key to understanding how distributive justice 
influences OCB is to realize that employees often overlay the economic 
exchanges in their organization with social exchanges. If employees define 
their relationships with their employers as economic exchanges only, dis- 
tributive justice will have little, if any, effect on OCB. Reciprocation in an 
economic exchange would be limited to in-role behaviors because employ- 
ees would see little cause to go beyond the specific tenets of the employment 
contract. However, if employees define their relationships with employers 
as social exchanges, reciprocation would likely entail behaviors that exist 
outside of any specific contractual promise. An employee would provide 
OCB because doing so would be consistent with the positive quality of the 
employment relationship, not because a contract specified it. Therefore, in 
social exchange relationships the apparent contradiction does not hold. An 
employee may believe that OCB is an appropriate response to distributive 
justice even though such behavior is not directly rewarded. 

Procedural justice. A recent review by Greenberg (1990a) identified two 
components of procedural justice. The first component is fair formal proce- 
dures; the presence or absence of procedures believed to be fundamental to 
the fair distribution of rewards influences fairness perceptions (Leventhal, 
1980). Examples of such procedures are those designed to increase employee 
voice in decisions or to decrease bias and error in decisions. 

The second component of procedural justice is interactional justice; the 
term refers to the fairness of the treatment an employee receives in the 
enactment of formal procedures or in the explanation of those procedures 
(Bies, 1987; Bies & Moag, 1986; Bies & Shapiro, 1987; Tyler & Bies, 1990). In 
many cases, the manner in which an employee is treated while a procedure 
is being carried out can influence its perceived fairness. Therefore, fair for- 
mal procedures, fair interpersonal treatment, or both may influence proce- 
dural justice judgments. 

Researchers have explained procedural justice effects (both formal pro- 
cedures and interactional justice) on employee attitudes and behavior using 
an exchange framework (Lind & Earley, 1990). According to this framework, 
the value of fair procedures and fair treatment is that they make it more 
likely that the distribution of outcomes will be fair. Therefore, the role of 
procedural justice is to enhance distributive justice. In the case of OCB, then, 
the relationship between procedural justice and citizenship could be inter- 
preted through any effect of distributive justice on OCB. 

However, most research on procedural justice has identified effects in- 
dependent of distributive justice. For example, Moorman (1991) found that 
when the two types of justice were measured separately, procedural justice 
predicted citizenship, but distributive justice did not. Also, Folger and 
Konovsky (1989) found that procedural justice was related to job attitudes, 
including organizational commitment and trust in management, but distrib- 
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utive justice was related to pay satisfaction only. These findings suggest that 
procedural justice may influence OCB independent of any influence it has 
on perceptions of distributive justice. 

Lind and Earley (1991) suggested that the independent relationship of ` 
procedural justice and OCB can be explained using the group value model of 
procedural justice (Lind & Tyler, 1988), which was developed to explain 
how people see certain procedures as fair, even if they are not perceived as 
providing those they affect with any control over the favorability of out- 
comes. Specifically, the group value model suggests that an employee sees 
procedures as fair if they communicate that the employee is a respected and 
valued member of a work group. For example, voice procedures, or formal 
procedures for allowing employees to have input into their own evaluations, 
are seen as fair not only because employees' having voice may influence the 
fairness of the distribution of rewards, but also because their having the 
opportunity to speak out demonstrates that the group considers their input 
of value. Also, a supervisor's sensitivity to the personal needs of employees 
(interactional justice) may be considered fair because such concern could 
influence the distribution of outcomes, but it also demonstrates that the 
supervisor considers the employees worthy of such concern. 

It is of specific interest here that the same reason a procedure may be 
seen as fair can also be used to describe why fair procedures may promote 
employee citizenship. Lind and Earley (1991) suggested that OCB occurs in 
organizations when there is a strong emphasis on group concerns and cog- 
nitions. Such an emphasis often influences an employee's motivation to 
maximize group rather than individual rewards. Procedural justice is instru- 
mental in promoting group concerns because fair procedures communicate 
the message that the group values each member. Fairness may activate group 
concerns "because it invokes a script or schema of fundamental group har- 
mony, a script that stimulates people to ignore their own individual interest 
without fear of exploitation by the group" (Lind & Earley, 1991: 12). Em- 
ployees may therefore use OCB to support and maintain the group and seek 
ways to improve its health and welfare. Thus, independent of the effect of 
distributive justice on OCB, procedural justice should also be related to 
citizenship. 

Hypothesis 3: The dimensions of organizational justice 
employees perceive will have positive effects on the di- 


mensions of organizational citizenship behavior they ex- 
hibit. 


In summary, the methods of leader monitoring would appear to have 
both positive and negative effects on employee citizenship. As argued above, 
the three methods of monitoring discussed should have direct and negative 
effects on OCB. Such methods of monitoring demonstrate, however, that 
fairness is a priority of a leader and that decisions will be based on accurate, 
unbiased information. If justice perceptions influence an employee's moti- 


536 Academy of Management Journal June 


vation to exhibit OCB, a positive relationship should exist between the three 
methods of monitoring and OCB, mediated by justice perceptions. 


METHODS 
Respondents 


The employees and general managers of a national movie theater man- 
agement company that operated 11 theaters in a large south western city were 
studied. The employees (N — 213) averaged 19.9 years of age and nearly two 
years of experience working in the theaters. A majority had completed high 
school, but only 17 percent had completed college. Each theater was under 
the authority of a general manager; thus, 11 general managers took part in the 
study. The number of employees per theater varied from 15 to 45. At each 
location, a group of assistant managers aided the general manager in the 
operation of the theater, but there were no direct lines of authority between 
these assistants and specific employees. In fact, the vice president for human 
resources described the assistant managers as a pool of assistants who could 
be assigned to any shift on any day. The one constant at each theater was that 
each general manager had ultimate responsibility for the operation and was 
on-site for most of the theater's hours of business. The assistant managers 
were not included in the data for this study. 

The employees completed a survey describing their perceptions of dis- 
tributive and procedural justice and the monitoring behaviors of their gen- 
eral manager. Since the assistant managers worked various shifts but the 
general managers remained on-site for most of the working hours, we con- 
sidered the general managers the appropriate referents for the measurement 
of leader monitoring behaviors. The general managers provided data for the 
measures of organizational citizenship behavior; some general managers as- 
sessed OCB for 15 employees, and some assessed 45 employees. 

All surveys were completed on company time. Since data were being 
collected from two sources, employees and general managers, we asked all 
participants to put their names on the surveys but took precautions to insure 
confidentiality. Each employee received an envelope in which to seal the 
completed survey and mailed it directly to us. In total, 213 out of 260 em- 
ployee surveys were returned for a response rate of 81 percent. Conversa- 
tions with the company's vice president for human resources suggested that 
the demographic characteristics of the respondents reflected those of the 
general population of employees at the theaters. 


Measures 


Monitoring behaviors. To measure the frequency of performance mon- 
itoring, we used scales originally developed by Niehoff and Ghartey-Tagoe 
(1991). These scales have Komaki and colleagues' (1986) four methods of 
monitoring as a basis, but only two of the four methods are developed into 
scales: work sampling (observation) and employee self-reports. Following 
the procedures Churchill (1979) outlined for scale development, Niehoff and 
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Ghartey-Tagoe specified the domain of monitoring to be methods visible to 
subordinates. Thus, use of secondary sources was omitted since subordi- 
nates would have no direct evidence of such behavior. They also omitted 
the use of written reports since it was not relevant to the employees sur- 
veyed. They divided the method of employee self-reports into two catego- 
ries: (1) informal discussions with employees, initiated by a manager, con-* 
cerning the work progress of the employees, and (2) formal, scheduled meet- 
ings with an employee, work unit, or all employees. 

Niehoff and Ghartey-Tagoe tested the scales on 111 theater employees at 
a location different from that of the present study and reported reliabilities 
of .64 for observation, :80 for manager-initiated discussions, and .73 for 
formal meetings. For this study, we added items measuring parts of the 
constructs that, were not adequately represented in the original scales and 
deleted items that seemed to stray from the intended constructs. The result- 
ing scales were observation, five items, manager-initiated discussions, five 
items, and formal meetings, three items. All items were measured on a six- 
point scale ranging from “behavior not exhibited" to "behavior exhibited 
more than once per day." 

Given the relative newness of the monitoring scales, we correlated them 
with more traditional scales measuring leadership to gain a better under- 
standing of the nomological network validity of the methods of monitoring. 
Leaders who monitor employee behavior would generally exhibit a task- 
oriented style of leadership. Also, as Komaki (1986) stated, leaders who 
administer contingent rewards can do so because they gather appropriate 
information on employee performance. Therefore, we measured task orien- 
tation using House and Dessler's (1974) seven-item instrumental leader be- 
havior scale and measured contingent reward behavior using the ten-item 
scale from Podsakoff, Todor, and Skov (1982). We then proceeded to exam- 
ine the relationships among the three monitoring scales, task orientation, 
and contingent rewards. All three monitoring scales correlated positively 
and significantly with both traditional leadership measures. Thus, the cor- 
relations between the three monitoring scales and the two traditional lead- 
ership scales are in directions we would predict from theory, providing 
some evidence of the validity of the monitoring scales. 

Organizational justice. The justice scale consisted of one dimension 
measuring perceptions of distributive justice and two dimensions measuring 
perceptions of procedural justice. Distributive justice was measured using 
five items assessing the fairness of different work outcomes, including pay 
level, work schedule, work load, and job responsibilities. Procedural justice 
was measured with items designed to tap both formal procedures and inter- 
actional justice. Formal procedures (six items) measured the degree to which 
job decisions included mechanisms that insured the gathering of accurate 
and unbiased information, employee voice, and an appeals process. Inter- 
actional justice (nine items) measured the degree to which employees felt 
their needs were considered in, and adequate explanations were made for, 
job decisions. This scale was based on one used by Moorman (1991) and had 
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reported reliabilities above .90 for all three dimensions. All items used a 
seven-point response format. 

Organizational citizenship behavior. To measure employees’ OCB, we 
used the five-dimension scale developed by Podsakoff and MacKenzie 
(1989). Each of five constructs— altruism, courtesy, sportsmanship, consci- 
entiousness, and civic virtue— included items describing specific behaviors, 
and managers indicated their agreement on each item for each employee 
working for them using a seven-point format. The OCB rating form asked the 
manager to list the names of the employees across the top and simulta- 
neously rate each employee on each item. In our view, this format allows a 
manager to compare each employee on every item, increasing the amount of 
variance across employees. 

The psychometric properties of this scale have been reported in Podsa- 
koff, MacKenzie, Moorman, and Fetter (1990) and in Moorman (1991). Both 
studies found support for a five-dimension model of citizenship and re- 
ported reliabilities over .70 for each dimension. 


Analytical Procedures 


Confirmatory factor analyses. To assess the direct and indirect relation- 
ships among monitoring behaviors, justice, and citizenship, we followed a 
two-step approach using confirmatory factor analysis and structural equa- 
tion modeling based on LISREL 7 (Anderson & Gerbing, 1988; Jóreskog & 
Sórbom, 1989). It should be noted that researchers attempting to model 
relationships among a large number of latent variables have found it difficult 
to fit such models to even predictions with strong theoretical support 
(Jreskog & Sórbom, 1986). Therefore, steps are needed that decrease the 
number of indicators used yet maintain the estimation of measurement error 
given by using multiple-item indicators. For this study, we followed the 
procedures described by Kenny (1979) and Williams and Hazer (1986). We 
conducted separate confirmatory factor analyses on the justice and OCB 
items, creating scale scores to indicate each of the three dimensions of organ- 
izational justice and the five dimensions of citizenship. Scale scores were 
calculated for these latent variables because support has already been found 
for the factor structure of their measures. Next, we conducted a confirmatory 
factor analysis on the monitoring scales to determine if the three measured 
methods did, in fact, represent a three-factor model of monitoring. An over- 
all confirmatory factor analysis was also performed on a model that con- 
tained the scale score indicators of justice and OCB and multiple-item indi- 
cators for the three methods of leader monitoring behavior. We took mea- 
surement error into account by setting the path from the latent variable to the 
scale score equal to the product of the square root of the.scale reliability and 
its standard deviation and by setting the error variance equal to the product 
of the variance of the scale score and one minus the reliability. Netemeyer, 
Johnston, and Burton (1990) have shown these techniques to be reasonable 
approximations for measurement error. This overall confirmatory factor 
analysis not only served to test whether the three methods of monitoring 
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were indeed separate dimensions, but also assessed both the convergent and 
discriminant validity of the monitoring methods. 

Structural equations modeling. Because our hypotheses examine the 
relationships among the methods of monitoring, dimensions of justice, and 
citizenship behaviors, we chose first to analyze the data using a nested- 
models analysis and then to look at the significance of the individual paths 
(Anderson & Gerbing, 1988). In the nested-models analysis, the significance 
of the paths between the three monitoring methods and the OCB dimensions 
(Hypotheses 1a, 1b, and 1c), the monitoring methods and the dimensions of 
justice (Hypotheses 2a, 2b, and 2c), and the dimensions of justice and OCB 
(Hypothesis 3} were analyzed in sets. For example, we tested Hypotheses 1a, 
1b, and 1c by comparing the chi-square of a model containing all the paths 
from the three methods of monitoring and the five dimensions of OCB with 
the chi-square of a model in which those paths were restricted to zero. A 
significant change in chi-square would suggest support for the hypotheses 
predicting that the methods of monitoring are related to OCB. The nested- 
models analysis was appropriate also because it controls for potential mul- 
ticollinearity between the dimensions of the constructs by assessing the 
relationship between the set of methods of monitoring and the set of dimen- 
sions of OCB. 

Figure 1 depicts the model of hypothesized relationships we tested us- 
ing the nested-models analysis. The dark arrows between the boxes labeled 
34,1 . . . y8,3 (Hypotheses 1a, 1b, and 1c) represent the paths from the three 
methods of monitoring to the five dimensions of OCB. The arrows labeled 
y1,1 . . . y3,3 (Hypotheses 2a, 2b, and 2c) represent the paths from the three 
methods of monitoring to the three dimensions of justice. Finally, the arrow 
labeled 84,1 ... B8,3 (Hypothesis 3) represents the paths from the three ` 
dimensions of justice to the five dimensions of OCB. 

Next, the significance of the individual paths between the dimensions of 
the constructs in the best-fitting nested model were assessed to show which 
particular paths described the relationships found in the nested-models 
analyses. This provided a finer-grained test of the hypotheses. The signifi- 
cance levels of the individual paths were used to show which paths within 
the set accounted for the significant change in chi-square and to test whether 
those relationships were positive or negative. It should be noted that the 
degree of multicollinearity between the exogenous variables can influence 
the significance of the individual paths. Therefore, a significant difference 
between nested models may not result in clearly significant individual re- 
lationships. 


RESULTS 
Separate Confirmatory Factor Analyses 


For each of the confirmatory factor analyses reported, we used the com- 
parative fit index (CFT) (Bentler, 1990) to assess whether the factor structure 


Academy of Management Journal June 


540 


















gu (oz stsaqjodApy) £3 cf EX 
Santa STAID gk ^ eu SEN = [crx] 
[euomo1ejur [ix] 
Zu 
Wé 
(£ etsemodët2) zu ` (qz se 23 c lex] 
— | 1 I Bx 
eH Ek UOT]BAI88Q) Bn CG 
4X 
[9x] 
(ez sjseqjodAyy) 

Tek TTA ES 
I~ 
growth = [ex] 
(ot sjseqjod4éy ‘qr srseuyodAg ‘er syseyjod.sqy) bs exl 
e'gk aoe Lipa B4 

L wands 


1993 Niehoff and Moorman 541 


adequately fit the data. We chose this fit index because Bentler showed that 
it prevents the underestimation of fit likely to occur in small samples. 

Table 1 shows the confirmatory factor analysis for the justice scale and 
suggests support for the three-dimension model of organizationa! justice. 
The CFI for the three justice dimensions was .92. 

Table 2 reports the confirmatory factor analysis for the OCB scale; 20 
items indicating five factors were found to fit the data, a pattern consistent 
with the scale's theoretical underpinnings. The CFI for the five-factor con- 
firmatory model was .90. 





TABLE 1 
Results of Confirmatory Factor Analysis for the Justice Scale 
Items Lambdas" 
Distributive justice l 
My work schedule is fair. 0.920 
I think that my level of pay is fair. 0.532 
I consider my work load to be quite fair. 1.210 
Overall, the rewards I receive here are quite fair. 0.712 
I feel that my job responsibilities are fair. 0.847 
Formal procedures 
Job decisions are made by the general manager in an unbiased manner. 0.897 
My general manager makes sure that all employee concerns are heard before 
job decisions are made. 1.182 
To make job decisions, my general manager collects accurate and complete , 
information. 0.942 
My general manager clarifies decisions and provides additional information 
when requested by employees. 0.867 
All job decisions are applied consistently across all affected employees. 0.901 
Employees are allowed to challenge or appeal job decisions made by the 
general manager. 0.863 


Interactional justice i 
When decisions are made about my job, the general manager treats me with 


kindness and consideration. 0.899 
When decisions are made about my job, the general manager treats me with 

respect and dignity. 0.986 
When decisions are made about my job, the general manager is sensitive to 

my personal needs. 1.113 
When decisions are made about my job, the general manager -deals with me in 

a truthful manner. 1.012 
When decisions are made about my job, the general manager shows concern 

for my rights as an employee. 0.950 
Concerning decisions made about my job, the general manager discusses the 

implications of the decisions with me. 0.904 
The general manager offers adequate justification for decisions made about my 

job. 0.876 
When making decisions about my job, the general manager offers explanations 

that make sense to me. 1.027 
My general manager explains very clearly any decision made about my job. 1.012 


"The lambdas reported are from the standardized solution. Vie = 348.07 (p < .001); 
CFI = .92, calculated from null of 2,602.00 with 190 df. 
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TABLE 2 
Results of Confirmatory Factor Analysis for the OCB Scale 
Items Lambdas* 
Altruism 
Helps others who have heavy work loads. 0.698 
Helps others who have been absent. 0.651 
Willingly gives of his/her time to help others who have work related 
problems. 1.330 
Helps orient new people even though it is not required. 1.179 
Courtesy 
Consults with me or other individuals who might be affected by his/her 
actions or decisions. 0.742 
Does not abuse the rights of others. 1.231 
Takes steps to prevent problems with other workers. 1.314 
Informs me before taking any important actions. 1.106 
Sportsmanship 
Consumes a lot of time complaining about trivial matters. (R) 1.411 
Tends to make “mountains out of molehills" (makes problems bigger than 
they are). (R) 1.380 
Constantly talks about wanting to quit his/her Job. (R) 1.048 
Always focuses on what's wrong with his/her situation, rather than the 
positive side of it. (R) 1.278 
Conscientiousness 
Is always punctual. 0.566 
Never takes long lunches or breaks. 1.305 
Does not take extra breaks. 1.071 
Obeys company rules, regulations and procedures even when no one is 
watching. 1.306 
Civic virtue 
Keeps abreast of changes in the organization. 0.715 
Attends functions that are not required, but that help the company image. 0.688 
Attends and participates in meetings regarding the organization. 0.974 
"Keeps up" with developments in the company. 1.404 


^ The lembdas reported are from the standardized solution. x?,44 = 497.14 (p < .001); 
CFI = .90, calculated from null of 3,721.08 with 190 df. 


Table 3 reports the confirmatory factor analysis for the monitoring 
items. As shown, the three monitoring methods—manager-initiated discus- 
sions, observation, and formal meetings— were consistent with the theoret- 
ical intent of the three scales. The CFI for the three-factor confirmatory 
model was .91. 


Overall Confirmatory Factor Analysis 


For the justice and OCB dimensions, we summed the item scores into 
scale scores and evaluated those scores in an overall measurement model 
with the items for the three monitoring methods. Table 4 reports the results 
of this overall confirmatory analysis, showing an 11-factor solution consist- 
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TABLE 3 
Results of Confirmatory Factor Analysis for the Methods of 
Monitoring Scale 
Items Lambdas* 


Informal discussions 
How frequently does your general manager . . . 


schedule meetings with you to talk about your work progress? 0.558 
discuss details of your work with you? 0.361 
ask you to clarify a few points on a report written about your work? 0.512 
ask you to come to his/her office to discuss a work problem? 0.837 
ask you about the work progress of your coworkers? 0.975 
Observation 
How often does your general manager... 
walk around the workplace? 0.502 
watch you as you work? 0.829 
just stand or sit and observe everyone working? 0.872 
carefully examine the work you have completed? 0.969 
check to see if you are working efficiently? 0.949 
Formal meetings 
How often does your general manager meet to discuss work progress with ... 
you individually? 1.121 
you and a few coworkers? 1.155 
your entire department? 0.733 


* The lambdas reported are from the standardized solution; x?44 = 168.62 (p < .001); 
CFI = .91, calculated from null of 1,286.72 with 78 df. 


ing of three monitoring methods, three justice scale scores, and five citizen- 
ship behavior scale scores. This overall analysis also shows that the items 
measuring the monitoring methods load together on their hypothesized di- 
mensions rather than other constructs. The CFI for this overall model was 
.91. 


Correlations and Reliabilities 


Table 5 reports the scale means, standard deviations, reliabilities, and 
correlations based on these factor analyses for the monitoring methods, jus- 
tice perceptions, and citizenship behaviors. Three points need to be empha- 
sized. First, all the scales had reliabilities at or above the .70 threshold 
recommended by Nunnally (1978). Second, we found significant correla- 
tions within the monitoring methods, the justice dimensions, and the citi- 
zenship dimensions high enough to raise concern about multicollinearity; 
an example is a correlation of .76 between formal procedures and interac- 
tional justice. These correlations support our having used the nested-models 
analyses before analyzing any individual paths. Third, consistent with the 
hypotheses, significant correlations emerged between the monitoring meth- 
ods and justice, monitoring methods and citizenship, and justice and citi- 
zenship. 
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TABLE 4 
Results of Full Confirmatory Factor Analysis 





Items Lambdas* 


Informal discussions, manager initiated 
How frequently does your general manager .. . 


Schedule meetings with you to talk about your work progress? 0.613 
discuss details of your work with you? 0.394 
ask you to clarify a few points on a report written about your work? 0.599 
ask you to come to his/her office to discuss a work problem? 0.883 
ask you about the work progress of your coworkers? 0.984 
Observation 
How often does your general manager .. . 
walk around the workplace? 0.489 
watch you as you work? 0.786 
just stand or sit and observe everyone working? 0.802 
carefully examine the work you have completed? 1.018 
check to see if you are working efficiently? 1.030 
Formal meetings 
How often does your general manager meet to discuss work progress with ... 
you individually? 1.132 
you and a few coworkers? 1.143 
your entire department? 0.733 
Distributive justice 1.015 
Formal procedures 1.027 
Interactional justice 1.007 
Altruism 1.097 
Courtesy 1.099 
Sportsmanship 1.373 
Conscientiousness 1.134 
Civic virtue 0.905 





a The lambdas reported are from the standardized solution; via = 321.79 (p < .001); 
CFI — .91, calculated from null of 2,132.33 with 210 df. 


Structural Equations Analysis 


Nested-models comparison. Table 6 reports the results for the nested- 
models analysis. As discussed earlier, four models were evaluated. Model 1 
was a saturated model including structural paths between all the latent 
variables. Because all paths were modeled, model 1 has the same chi-square, 
CFI, and degrees of freedom as the overall confirmatory model. 

Model 2 was evaluated to test the hypotheses predicting that the three 
methods of leader monitoring directly influence the dimensions of organ- 
izational citizenship. Model 2 differs from model 1 in that the paths from the 
monitoring methods to the citizenship dimensions are restricted to zero. 
Therefore, the change in chi-square between model 1 and model 2 reflects 
the effect of removing those paths and thus is a test of their significance to 
the model. As can be seen in Table 6, the change in chi-square for the change 
in 15 degrees of freedom was 32.01, which is significant at the p « .01 level. 
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TABLE 6 
Nested-Models Analysis Comparisons" 

Models i x df Ax? CFI 
Measurement model 321.79 140 91 
Model 1: Saturated model with all theoretical paths 321.78 140 EN 
Model 2: Test of monitoring —^ OCB 353.80 155 32.01** 90 
Model 3: Test of monitoring — justice 359.22 149 37.43** .89 
Model 4: Test of justice — OCB 381.51 155 59.72** .88 
Null model 2,132.33 210 1,810.54** 

* Difference scores were calculated from a chi-square of 321.79 with 140 df. 

*p«.05 
**p«.01 


Thus, general support was found for Hypotheses 1a, 1b, and 1c, which pre- 
dict that methods of leader monitoring influence employee citizenship be- 
haviors. 

Model 3 was evaluated to test Hypotheses 2a, 2b, and 2c, which predict 
that the three methods of leader monitoring directly influence perceptions of 
organizational justice. As Table 6 reports, the restriction to zero of the paths 
from the monitoring methods to the justice dimensions resulted in a change 
in chi-square for 9 degrees of freedom of 37.43 (p < .01). Thus, we also found 
general support for the prediction that leader monitoring influences employ- 
ees' perceptions of fairness. 

Finally, model 4 was evaluated to test Hypothesis 3, predicting that 
perceptions of organizational justice directly influence employee citizen- 
ship behavior. The change in chi-square resulting from the restriction of the 
justice-to-citizenship behavior paths was 59.72 for 15 degrees of freedom. 
This change in chi-square was significant at the p « .01 level, suggesting 
support for Hypothesis 3. 

Given that our number of respondents was not overwhelmingly large 
and that we are estimating several parameters in our models, the stability of 
our results and the power of our tests could be questioned. Therefore, we 
conducted a power analysis using the LISPOWER application in LISREL 7 
(Jóreskog & Sórbom, 1989). This analysis revealed more than adequate power 
for the chi-square tests, with the power coefficients well above the standard 
of .80 (Cohen & Cohen, 1983). 

Significance of individual relationships. To extend the nested-models 
analysis, we report the individual parameter estimates of model 1 and their 
significance levels in Table 7. First, significant and negative path estimates 
between observation and four of the five OCB dimensions seemed to best 
explain the significant relationship between monitoring and OCB, providing 
support for Hypothesis 1a. A significant, negative relationship was also 
found between formal meetings and altruism. A significant, positive rela- 
tionship was found between manager-initiated discussions and altruism. 

Second, the significant relationship between the methods of leader 
monitoring and justice was best reflected by positive relationships between 
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TABLE 7 


Parameter Estimates for the Hypothesized Paths in the Saturated Model 


Path Description 


Informal discussions — altruism 

Informal discussions — courtesy 

Informal discussions — sportsmanship 
Informal discussions — conscientiousness 
Informal discussions — civic virtue 


Observation — altruism 
Observation — courtesy 
Observation — sportsmanship 
Observation — conscientiousness 
Observation — civic virtue 


Formal meetings — altruism 

Forma] meetings — courtesy 

Formal meetings — sportsmanship 
Formal meetings — conscientiousness 
Formal meetings — civic virtue 


Informal discussions — distributive justice 
Informal discussions — formal procedures 
Informal discussions — interactional justice 


Observation — distributive justice 
Observation — formal procedures 
Observation — interactional justice ' 


Formal meetings — distributive justice 
Formal meetings — formal procedures 
Formal meetings — interactional justice 


Distributive justice — altruism 
Distributive justice — courtesy 
Distributive justice — sportsmanship 
Distributive justice — conscientiousness 
Distributive justice — civic virtue 
Formal procedures — altruism 

Formal procedures — courtesy 

Formal procedures — sportsmanship 
Formal procedures — conscientiousness 
Formal procedures — civic virtue 


Interactional justice — altruism 
Interactional justice — courtesy 
Interactional justice — sportsmanship 
Interactional justice — conscientiousness 
Interactional justice — civic virtue 


*p«.05 
** p< DI 


Maximum Likelihood Path Estimates 


0.628* 
0.215 
0.102 
— 0.088 
0.346 


—0.375* 
—0.594** 
—0.210 
—0.544* 
—0.709** 


—0.258* 
—0.017 
—0.115 
— 0.053 
— 0.055 


— 0.098 
0.363 
0.354 


0.448* 
0.751** 
0.732** 


0.091 
— 0.057 
0.022 


0.193 
0.031 
0.226 
0.010 
0.158 


— 0.087 
1.060* 
1.461* 
0.983* 
0.263 


0.205 
— 0.661 
—1.113* 
— 0.605 

0,123 
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observation and all three justice dimensions. These findings support Hy- 
pothesis 2a. 

Finally, for Hypothesis 3, significant, positive relationships between 
formal procedures and courtesy, sportsmanship, and conscientiousness best 
described the relationship between perceptions of justice and employee cit- 
izenship. A negative relationship between interactional justice and sports- 
manship also emerged. 

In general, these results provide some support for the stated hypotheses. 
For Hypotheses 1a, 1b, and 1c, the nested-models analysis supported the 
significance of the paths from the methods of leader monitoring to OCB, and 
the individual path analysis found that observation had significant, negative 
relationships with altruism, courtesy, conscientiousness, and civic virtue. 
There was also a negative relationship between formal meetings and altru- 
ism. Thus, results strongly support Hypothesis 1a and partially support Hy- 
pothesis 1c. Employees who perceived that their general managers fre- 
quently observed their work or initiated meetings to discuss problems were 
reported as exhibiting low levels of OCB. Hypothesis 1b was not supported: 
the degree to which the general managers monitored work progress through 
informal discussions largely did not affect the level of OCB employees ex- 
hibited. 

For Hypotheses 2a, 2b, and 2c, the nested-models analysis supported 
significant paths from the methods of leader monitoring to justice percep- 
tions, and the individual path analysis revealed that observation had a sig- 
nificant and positive relationship with distributive justice and both forms of 
procedural justice. These findings provide strong support for Hypothesis 2a 
and suggest that if employees perceive their general managers to be observ- 
ing them frequently, they also believe that both their reward allocations and 
the formal decision procedures and treatment they receive from the manager 
are fair. Hypotheses 2b and 2c were not supported, which suggests that 
informal discussions and formal meetings do not influence employee per- 
ceptions of either distributive or procedural justice. 

Hypothesis 3 concerned the relationship between justice and OCB, and 
the nested-models analysis demonstrated the significance of those paths. 
The individual path analysis revealed significant and positive relationships 
between the fairness of formal procedures and courtesy, sportsmanship, and 
conscientiousness. Employees who perceived fairness in the formal proce- 
dures for decisions and the outcomes of their performance exhibited higher 
levels of behaviors demonstrating citizenship: communicating with relevant 
employees who might be affected by their actions, not complaining about 
changes made by the organization, and attending and participating in organ- 
izational governance. These path coefficients, however, should be inter- 
preted with caution, given the potential multicollinearity between the jus- 
tice and OCB measures. 


DISCUSSION 


Overall, the results provide partial support for the expected compensa- 
tory model of relationships among the leader monitoring behaviors, percep- 
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tions of justice, and OCB. In hierarchical organizations, employees may view 
managerial monitoring as a “necessary evil." Although employees may not 
appreciate being monitored and may exhibit behaviors that indicate they do 
not, they do understand the need for monitoring in the workplace. It is 
unknown at this time how these conflicting forces, demonstrated by the 
positive and negative effects of monitoring, ultimately affect employees. 
Since behavior is multidetermined, it is not unreasonable to think that mod- 
erators, such as individual characteristics or organizational culture, guide 
employee behavior in specific directions. The present study was an initial 
attempt to explore the relationships among methods of monitoring, justice, 
and OCB; future research should focus on the potential existence of moder- 
ators. 

There were a few individual path coefficients that showed directionality 
opposite to that hypothesized. Informal discussions initiated by the manag- 
ers were found to have a direct and positive relationship with altruism, con- 
flicting with the overall negative relationship between monitoring and OCB. 
Employees who perceived their general managers as initiating informal dis- 
cussions about work problems were described by the general managers as 
helpful toward others in the organization. Although this finding conflicts 
with the hypothesis, it makes sense. If an employee's manager frequently 

initiates informal work discussions, the employee may perceive such dis- 
cussions as demonstrating the manager's personal interest. The employee 
would see the manager's behavior as helpful and might imitate this helpful 
behavior with others. Also, taking a personal interest in an employee's work 
may indicate that a manager perceives the employee as generally helpful. 

Similarly, interactional justice was found to have a significant, negative 
relationship with the OCB dimension of sportsmanship instead of the hy- 
pothesized positive relationship. Interactional justice reflects the perception 
that a general manager treats people with respect, accords them dignity, and 
is sensitive to their personal needs, and sportsmanship deals with an em- 
ployee's tendency to complain about the way things are at work. It is not 
unreasonable to think that when employees are treated with respect, they 
feel more comfortable voicing their opinions about potential improvements 
to the workplace. As stated earlier, this coefficient should be interpreted 
with caution because of the potential multicollinearity between the justice 
and OCB measures. 

The individual path analyses suggest that observation plays an impor- 
tant role in both the negative and positive sides of the model. Although it 
had a negative influence on OCB, observation also had a positive influence 
on all forms of justice perceptions. We were not surprised by this pattern, but 
we had also anticipated that other forms of monitoring would follow similar 
patterns of relationship. Why was observation so active in its effects? Per- 
haps the group studied can be used to answer the question. The employees 
were mostly teenagers, many of whom worked part-time and had little work 
experience. Their jobs at the theaters were primarily taking tickets, selling 
food and drinks, and ushering. These tasks are visible—a manager can easily 
see if employees are performing them—and routine; thus, it is likely that 
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observation would provide the manager with most of the information about 
employee performance levels needed. 

Conversely, why were informal discussions and formal meetings so in- 
active in the model? The most reasonable answer to this question may be that 
these verbal forms of monitoring do not focus solely on an individual's task 
performance. Discussions can cover a number of topics, some unrelated to 
task performance, adding "noise" to the task-related message that might 
diminish the effects of such monitoring. This effect could arise in either 
one-to-one discussions or in larger group meetings. 

Another unexpected finding concerned the effects of procedural justice 
on OCB. Where Moorman (1991) found interactional justice to have strong 
effects on OCB, the effects of procedural justice on OCB in the present study 
were centered in formal procedures rather than interactional justice. The 
study group again offers an explanation: Interactional justice would be more 
likely to influence OCB if managers and subordinates were required to work 
closely together, which was not the case in the setting we studied. The jobs 
were primarily rule-governed, and the rules defined what was fair or unfair. 


Limitations of the Study 


The study is not without its limitations. We have noted the potential 
impact of the setting on the results. The average age and the jobs of the 
survey respondents would seem to limit the generalizability of the results. 
The findings of the present study do, however, fit with the findings of the 
growing literature supporting the positive impact of monitoring in the work- 
place (Chalykoff & Kochan, 1989; Komaki, 1986; Larson & Callahan, 1990). 
More research is needed to test the present model on other populations. At 
a basic level, the present results can be generalized to industries in which 
teenage workers are prevalent, such as fast-food restaurants, grocery chains, 
and retail businesses. 

Also, the correlational data prevent the inference of causal direction. 
Although the hypothesized model suggests such causal direction, we recog- 
nize that causality cannot be shown without further study. The intent of the 
present study was to examine the relationships between methods of moni- 
toring, justice dimensions, and OCB dimensions, and the model merely de- 
picts the framework in which we believe the relationships exist. It is entirely 
possible that the relationships found in the data result from a reversal of 
causal direction. For example, the negative relationship between observa- 
tion and OCB may actually indicate that general managers are more likely to 
observe employees who are not good citizens. Obviously, future research 
needs to focus on the causal directions of the links between variables. 


Implications for Theory 


The results of the present study demonstrate the complex effects of 
methods of leader monitoring. Techniques such as observation seem to re- 
duce employees' motivation to put forth extra effort and go beyond their 
in-role responsibilities, but observation also gives evidence that a manager 
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values fairness, and perceptions of fairness bring citizenship. These results 
build on the work of Komaki and others by linking the research on leader 
monitoring to employee perceptions of justice and extra-role behavior. Prior 
research has focused on the effects of monitoring on in-role behavior. 

The results also lend support to the propositions of social exchange and 
equity theory as well as to the developing literature on employee citizenship 
and distributive and procedural justice. It seems that methods of leader 
monitoring, as means for gathering information, play an important role in 
the social exchange process because they help insure that allocations will be 
fair and that decisions will be based on information that is as unbiased and 
accurate as possible. The results also demonstrate the effect of leaders' be- 
havior on employees' perceptions of distributive and procedural justice. 
Employees may consider their leader the key representative of the organiza- 
tional justice process because of his or her frequent contact with them. 
Research on justice has primarily focused on decisions surrounding griev- 
ances and other processes, often ignoring the people who represent or de- 
liver the justice on a daily basis. Thus, the present study, along with other 
recent works (e.g., Cobb & Frey, 1991), suggests that researchers should begin 
to focus on the leader's role in the justice process. l 

Prior research on the effects of monitoring has used observational or 
laboratory methods; in contrast, the present study used the survey method. 
The monitoring scales we used are the first we know of that measure some 
of the different methods of leader monitoring noted by Komaki. These scales 
and the measures of justice and OCB demonstrated internal consistencies at 
or above acceptable levels, and the confirmatory factor analyses supported 
the hypothesized dimensionality. The present study lends support to the 
construct validity of these scales; however, future research should continue 
to evaluate and improve their psychometric properties with other data. 

The present study suggests a number of avenues for future research. The 
limitations of our data suggest the necessity to replicate the results in other 
settings. Such extensions would allow researchers to examine the role of 
moderators in the hypothesized relationships. Also, it seems important to 
examine the content of monitoring episodes to fully understand the poten- 
tial impact of monitoring. It would seem that the different monitoring meth- 
ods would be subject to variation in overall tone. For example, a formal 
meeting may be conducted as an information-gathering session, giving an 
employee a chance to air opinions about why problems occur, or as an 
autocratic lecture in which a manager dominates the discussion with rules 
for appropriate employee behavior. Also, a manager's way of handling mon- 
itoring—being considerate and personal or cold and impersonal, for in- 
stance— would affect employee response to monitoring. This line of reason- 
ing suggests that the quality of the exchanges between a manager and sub- 
ordinate would influence the degree of monitoring and its impact on fairness 
and citizenship. The considerable literature on leader-member exchange 
(Dansereau, Graen, & Haga, 1975; Graen & Scandura, 1986) would suggest 
that subordinates whose relationships with their managers are marked by 
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high-quality exchanges would experience a more personalized style of lead- 
ership than subordinates with lower-quality exchanges. How exchange qual- 
ity affects perceptions of justice or OCB has yet to be considered to any 
extent. 

It would also be of interest to determine how the growing literature on 
performance monitoring fits with the growing literature on self-manage- 
ment, self-managed work teams, and "'super-leadership" (e.g., Manz, 1987, 
1990; Manz & Sims, 1980). Do these two lines of research contradict each 
other, or are they two ends of the same continuum? What factors would 
moderate the use of leader performance monitoring over self-monitoring? 
Manz (1990) suggested that the degree of control granted to employees de- 
pends on the complexity of the task to be performed, the existence of sys- 
tematized control processes, and employee characteristics, such as need for 
autonomy, ability, and job experience. Obviously, more research is neces- 
sary to address these questions. 


Implications for Practitioners 


For practitioners, the results of this study shed some light on the effects 
of certain methods of leader monitoring. Put simply, monitoring employees 
may cause them some problems, but managers need to monitor to insure 
employees’ confidence that accurate, unbiased information is being col- 
lected about all relevant behaviors and from all relevant employees. In pay- 
for-performance systems, it is imperative that evaluators employ some form 
of monitoring to maintain the integrity of the evaluation system. 

It should be some relief to practitioners that monitoring, particularly in 
the controlling form of observation, has positive effects in the workplace. 
Employees are concerned with fairness in outcomes, treatment, and policies 
and procedures, and such fairness influences their day-to-day behaviors and 
attitudes. In an atmosphere of unfairness, employees find many reasons to 
just "put in their time" rather than put forth extra effort. Although fairness 
is not the only important motivator in the workplace, it helps create an 
atmosphere of trust between managers and employees. Similarly, monitor- 
ing is not the only behavior by which managers demonstrate their commit- 
ment to fairness, but it does reflect their concern for accurate and unbiased 
information. 

In conclusion, methods of leader monitoring have generally been ste- 
reotyped as controlling behaviors that decrease employee motivation to 
make extra efforts for their organizations. This study, however, found that 
employees perceive some forms of monitoring as contributing to workplace 
justice, which, in turn, motivates them to be more conscientious and cour- 
teous to other members of their organization. Although these results are not 
meant to give managers license to increase employee surveillance at work, 
they do suggest that certain forms of monitoring may be appropriate for 
promoting fairness and citizenship in hierarchical organizations. 
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NEWCOMER INFORMATION SEEKING: 
EXPLORING TYPES, MODES, SOURCES, 
AND OUTCOMES 
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This study provides insight into the organizational newcomer informa- 
tion-seeking process. Surveys were given to 205 new accountants one, 
three, and six months into their jobs. Patterns of seeking varied by the 
type of information being sought. Newcomers sought technical infor- 
mation primarily by asking others and sought other types of informa- 
tion primarily through observation. Further, they sought technical in- 
formation, information about role demands, and performance feedback 
mostly from supervisors but sought normative and social information 
mostly from peers. These patterns were stable over time. Information 
seeking was also related to satisfaction, performance, and intentions to 
leave an organization. The results support a view of newcomers as 
“proactive.” 


Organizational socialization is generally defined as the process whereby 
newcomers learn the behaviors and attitudes necessary for assuming roles in 
an organization (Fisher, 1986; Van Maanen, 1976; Van Maanen & Schein, 
1979). Traditionally, research on socialization has tended to take one of 
three approaches. Research has focused on (1) the stages through which 
newcomers pass as they move from outsider to insider (e.g., Buchanan, 1974; 
Feldman, 1976; Porter, Lawler, & Hackman, 1975; Schein, 1978; Van Maa- 
nen, 1976), (2) the socialization tactics used by organizations (e.g., Cogswell, 
1968; Gomersall & Meyers, 1966; Van Maanen & Schein, 1979), or (3) the 
processes by which newcomers interpret and cope with events in their new 
environments (e.g., Falcione & Wilson, 1988; Feldman & Brett, 1983; Louis, 
1980). 

Although those three traditional approaches to socialization have made 
some important contributions, they are limited in three respects. First, they 
tend to portray newcomers as passive, or at best as reactive, in the social- 
ization process. That is, they focus on what organizations do to newcomers, 
and on how newcomers respond, without addressing ways in which new- 
comers may take a “proactive” role (Bell & Staw, 1989; Schneider, 1983). A 
second limitation of the research on socialization is that, for the most part, 
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it has not explicitly recognized the role of information. By definition, so- 
cialization involves the processes of learning and adjustment, both of which 
require information. Relatively little is known, however, about how new- 
comers obtain the information that they need (cf. Miller & Jablin, 1991). A 
third limitation of the socialization literature is that few studies have looked 
at socialization as it unfolds over time. As Fisher (1986) noted, longitudinal 
studies are essential to fully understanding the socialization process. 

This study was designed to address each of the above limitations. It does 
so by focusing on newcomers’ proactive efforts to obtain information and by 
looking at those efforts over time. Specifically, I investigated the different 
types of information that newcomers seek, the different ways in which they 
seek it, how information seeking changes during the first six months of 
employment, and the relationship between newcomers' information seeking 
and their satisfaction, performance, and intentions to leave their organiza- 
tion. The study contributes to understanding of both the newcomer social- 
ization process and information-seeking processes in organizations. 


NEWCOMERS AS INFORMATION SEEKERS 


This study is not the first to propose that newcomers engage in infor- 
mation seeking. Recently, there has been an important shift in the socializa- 
tion literature, with researchers suggesting that newcomers may be proactive 
agents (Miller & Jablin, 1991; Reichers, 1987). Drawing from research on 
coping and adaptation (Folkman & Lazarus, 1980; White, 1974), interper- 
sonal communication (Berger, 1979), and feedback seeking (Ashford & Cum- 
mings, 1983), researchers have proposed that an important way in which 
newcomers are proactive is by seeking information (Ashford & Taylor, 1990; 
Louis, 1990; Miller & Jablin, 1991). Information seeking is important for 
organizational newcomers for two primary reasons. First, information re- 
duces uncertainty (Berger, 1979; Berlyne, 1960; Lanzetta, 1971) and thereby 
enables newcomers to understand, predict, and control their environments. 
Second, information seeking enables newcomers to compensate for the fact 
that they are often not provided with the information that they need to 
master their jobs and become integrated into their organizations (Dirsmith & 
Covaleski, 1985; Graen, Orris, & Johnson, 1973; Jablin, 1984). Building on 
existing research, this study provides a much-needed empirical investiga- 
tion of information seeking during socialization. To date, there has been 
little empirical work in this area, and what does exist has been largely 
exploratory (Comer, 1991; Miller, 1991). The following section addresses in 
more detail the role of information seeking in socialization. 


Type of Information that Newcomers Seek 


An important contribution of existing works on socialization is that they 
have identified specific content areas that newcomers need to learn about. 
For example, research on socialization highlights the importance of new- - 
comers' learning how to perform their new jobs and suggests that they need 
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to acquire job-related skills and knowledge (Dubinsky, Howell, Ingram, & 
Bellenger, 1986; Feldman, 1976, 1981; Fisher, 1986; Katz, 1980; Louis, 1980; 
Reichers, 1987; Van Maanen, 1976; Van Maanen & Schein, 1979). Although 
some job-related knowledge may be attained prior to a newcomer's organ- 
izational entry, much of it is informal, or organization-specific, or both, and 
must be attained on the job (Comer, 1991; Dirsmith & Covaleski, 1985). Thus, 
it is proposed that one type of information that newcomers proactively seek 
is technical information, or information about how to perform required job 
tasks. i 

In addition to emphasizing the importance of newcomers’ mastering 
their jobs, research on socialization has also emphasized the imporiance of 
newcomers' defining their roles in organizations (Feldman, 1976, 1981; 
Katz, 1980, 1985; Louis, 1980; Reichers, 1987; Schein, 1968). To accomplish 
this task, newcomers need information about what others expect of them 
(Louis, 1980; Katz, 1980, 1985). Thus, it is predicted that a second type of 
information that newcomers seek is referent information, or information 
about role demands and expectations (cf. Miller & Jablin, 1991: 98). 

Two other socialization tasks identified in the literature are adapting to 
an organization's culture and becoming integrated into a work group (Feld- 
man, 1976; Fisher, 1986; Katz, 1980, 1985; Louis, 1980; Reichers, 1987; 
Schein, 1968). To accomplish those tasks and function effectively within 
organizations, newcomers need to identify prevailing norms and values. It is 
proposed, therefore, that newcomers actively seek out normative informa- 
tion, or information about expected behaviors and attitudes (cf. Comer, 1991; 
Louis, 1990). 

Finally, there is evidence that in order to successfully adjust to their jobs 
and organizations, newcomers need feedback (Feldman, 1976; Katz, 1980; 
Louis, 1980; Miller & Jablin, 1991). Feedback indicates where individuals' 
behavior or performance is inappropriate and enables them to make adjust- 
ments where needed. A growing body of evidence indicates that individuals 
seek feedback in a variety of contexts (Ashford, 1986; Ashford & Cummings, 
1985; Ashford & Tsui, 1991; Fedor, Rensvold, & Adams, 1992). Building on 
that evidence, I suggest that an important type of information that newcom- 
ers seek is feedback. In particular, it is predicted that newcomers seek both 
performance feedback, or information about how others are perceiving and 
evaluating their job performance (Ashford, 1986), and social feedback, or 
information about the acceptability of their nontask behavior. Miller and 
Jablin (1991) in particular highlight the importance of the latter, which they 
termed “relational information." 

To summarize, research on socialization suggests that newcomers need 
technical, referent, normative, performance feedback, and social feedback 
information in order to master their jobs and become integrated into their 
organizations. Recently, it has been recognized that newcomers may be pro- 
active during socialization. Thus, I propose that newcomers recognize the 
value of the above types of information and actively seek them. As the ` 
current state of knowledge provides little basis for predicting which types 
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are sought most frequently, the following is posed as an exploratory ques- 
tion: What is the relative frequency with which newcomers seek technical, 
referent, and normative information and performance and social feedback? 


Forms of Newcomer Information Seeking 


Although researchers concerned with socialization have begun to rec- 
ognize that newcomers seek information, there has been little empirical 
work on the various forms that this behavior takes or how it varies for 
different types of information. Insight into forms of seeking behavior is es- 
sential for understanding the specific ways in which newcomers are proac- 
tive. 

Monitoring versus inquiry. In their work on feedback-seeking behavior, 
Ashford and Cummings (1983) identified two primary seeking modes. The 
first is inquiry, which entails directly asking another person for information, 
and the second is monitoring, which entails attending to a situation, the 
behavior of others, or both, to obtain informational cues.’ Ashford and Cum- 
mings's (1983) work suggests, for example, that if newcomers wish to obtain 


performance feedback, they can either ask their supervisors directly or they Kë 


can pay attention to how their supervisors react to them and use those 
reactions as a clue to how their performance is being evaluated. There are 
important differences between the inquiry and monitoring modes, particu- 
larly in terms of the costs that may be incurred when using them. In the case 
of monitoring, the information seeker must interpret what he or she observes 
(Ashford & Cummings, 1983). Since individuals often make errors when 
interpreting informational cues, a potential cost of monitoring is misinter- 
pretation. Inquiry, however, also has costs. It is a public event and conse- 
quently, can damage the seeker's public image. Asking for information may 
make the seeker appear insecure or incompetent, or it may annoy the infor- 
mation target (Ashford & Cummings, 1983; Miller & Jablin, 1991). Direct 
information seeking may also reveal deficiencies in the seeker's interper- 
sonal skills or, in the case of feedback-seeking behavior, it may draw atten- 
tion to performance failures (Morrison & Bies, 1991; Northcraft & Ashford, 
1990). Thus, individuals may avoid direct inquiry to protect their image. 
Although both inquiry and monitoring entail costs, there is empirical 
evidence that individuals are more likely to accept the costs of, and thus 
engage in, monitoring. In Ashford's (1986) study of feedback seeking, em- 


1 Miller and Jablin (1991) recently expanded Ashford and Cummings's work and proposed 
a fine-grained typology of seven different types of inquiry and monitoring tactics: overt ques- 
tions, indirect questions, use of third parties, testing limits, disguised conversations, observing, 
and surveillance. In this study, however, I used Ashford and Cummings’s two-mode concep- 
tualization, which has been used in several empirical studies and has been well-validated 
(Ashford, 1986; Ashford & Cummings, 1985; Ashford & Tsui, 1991; Comer, 1991; Fedor et al., 
1992). The decision to focus on two modes of information seeking is also consistent with 
Miller's (1991) conclusion that inquiry and observation are used to a considerably greater extent 
than the other tactics identified by Miller and Jablin. 
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ployees reported engaging in monitoring far more frequently than they re- 
ported engaging in inquiry. In addition, Northcraft and Ashford (1990) found 
subjects reluctant to ask for feedback, particularly when they were perform- 
ing poorly. 

This reluctance to engage in inquiry, however, may not occur fcr all 
types of information. I suggest here, for example, that when newcomers seek 
technical information, they will engage in inquiry more often than moritor- 
ing. Technical information is extremely important for organizational 3ew- 
comers since it may be impossible for them to perform their jobs adequately 
without it (Fisher, 1986). As Comer (1991) suggested, however, monitoring is 

-an inefficient means for obtaining much of the task-relevant information that 
newcomers need because cues about how to perform a specific job task can 
be obtained through monitoring only if someone else is performing a similar 
task and that task is observable (Bandura, 1969). Given the importance of 
technical information and the difficulty of obtaining much of it through 
monitoring, newcomers will often find themselves faced with a choice of 
either asking for technical information directly or doing without it. I pre- 
dicted that they will be more likely to ask for it, since failure to obtain 
needed technical information will impede their ability to perform their jobs. 


Hypothesis 1: Newcomers will seek referent information, 
normative information, performance feedback, and social 
feedback through monitoring more often than through in- 
quiry. 

Hypothesis 2: Newcomers will seek technical information 
through inquiry more often than through monitoring. 


Selecting an information source. When individuals use monitozing, 
they do not necessarily have a specific information source in mind (Askford 
& Cummings, 1983; Miller & Jablin, 1991). When they use inquiry, however, 
they must decide whom to ask (Greller & Herold, 1975; Hanser & Muchirsky, 
1978). In general, organizational newcomers have several persons available 
to them. They can solicit information from direct supervisors, experienced 
co-workers, other newcomers, superiors other than their immediate super- 
visor, subordinates, support personnel, or people outside of their organiza- 
tions (Fisher, 1986; Louis, 1990; Miller & Jablin, 1991). There is strong evi- 
dence that experienced peers and direct supervisors are the most important 
of those sources (Dalton & Thompson, 1986; Evan, 1963; Falcione & Wikson, 
1988; Louis, Posner, & Powell, 1983). Peers and supervisors tend to b» fa- 
miliar with the newcomer's job and highly accessible. Both familiarity and 
accessibility have been found to be important determinants in the selection 
of information sources (Beach, Mitchell, Deaton, & Prothero, 1978; Cacp & 
Wheeler, 1972; Gerstberger & Allen, 1968; Menzel & Katz, 1955; O'Reilly, 
1982). 

Although peers and supervisors are both important, it is likely that 
newcomers will prefer peers for some types of information and supervisors 
for others. I suggest that newcomers will ask their peers for technical irfor- 
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mation more frequently than they will ask their supervisors because peers 
tend to possess expertise with respect to newcomers' jobs (cf. Comer, 1991). 
Burke and Bolf's (1986) finding that managers consider their peers to be the 
most important resource for learning technical aspects of their jobs supports 
this prediction. Although supervisors may also be familiar with newcomers' 
job tasks, they are less likely to perform those tasks themselves (Louis, 1990). 
Further, the status and authority of supervisors may make newcomers re- 
luctant to disturb them with technical questions (Comer, 1991; Louis, 1990). 

It is predicted that peers will not only be the most frequently solicited 
source of technical information, but that they will also be the most fre- 
quently solicited source of normative information. As Louis (1990) argued, 
peers view an organization from a perspective similar to that of newcomers. 
Therefore, they are able to provide an insider's view of the organization's 
culture. Supervisors, on the other hand, view the organization from a dif- 
ferent vantage point and hold formal positions that may make it difficult for 
them to be entirely open (Louis, 1990). 

A third prediction is that newcomers will ask their peers for social 
feedback more frequently than they will ask their supervisors. Because so- 
cial feedback is evaluative information about people, it is particularly likely 
to elicit their concerns for protecting their self- and public images (Brickman 
& Bulman, 1977; Miller, 1976). Thus, newcomers may prefer to obtain social 
feedback from peers rather than supervisors because of the more formal and 
evaluative relationship that they tend to have with the latter (Dalton & 
Thompson, 1986; Falcione & Wilson, 1988; Kram, 1985; Louis, 1990). 


Hypothesis 3: Newcomers will ask peers for technical in- 
formation, normative information, and social feedback 
more frequently than they will ask supervisors. 


Despite the many advantages of experienced peers for obtaining infor- 
mation, supervisors are also very important. Like peers, supervisors gener- 
ally interact with newcomers regularly (Falcione & Wilson, 1988). Further, 
there are certain types of information that supervisors may be better quali- 
fied to provide. For example, because supervisors typically assign tasks and 
delegate responsibility, they may be the preferred source of referent infor- 
mation. In addition, because supervisors are typically responsible for eval- 
uating and rewarding performance, it is predicted that they will be the pre- 
ferred source of performance feedback. These predictions are consistent 
with results from Greller and Herold's (1975) study, in which employees 
rated their supervisors as the most informative sources of role information 
and as more informative sources of evaluative information than peers. 


Hypothesis 4: Newcomers will ask supervisors for referent 
information and performance feedback more frequently 
than they will ask peers. 
Obtaining information from impersonal sources. Research on informa- 
tion seeking has focused primarily on other people (supervisors and co- 
workers) as informational sources for a focal individual (Ashford, 1986; 
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Ashford & Tsui, 1991; Miller & Jablin, 1991). Yet employees can also obtain 
information from written, electronic, or task-generated sources (Burke & 
Bolf, 1986; Dewhirst, 1971; Gerstberger & Allen, 1968; Northcraft & Earley, 
1989). In particular, newcomers tend to have a great deal of written material 
at their disposal. They can consult procedures manuals for technical infor- 
mation, company literature for normative information, job descriptions for 
referent information, and computer-generated reports or performance eval- 
uation forms for feedback. 

There are both advantages and disadvantages to aséking information 
from impersonal sources. A key advantage is that an information seeker can 
avoid tbe social risks inherent in inquiry (Sproull & Kiesler, 1986). Thus, 
individuals who fear that they will embarrass themselves or appear incom- 
petent by asking for information may prefer to consult impersonal sources. 
Such sources may be particularly important in environments in which ask- 
ing for information is discouraged (Dewhirst, 1971). A second advantage of 
impersonal sources is that they may provide information that is more clear 
and objective than that provided by other persons. Information conveyed 
verbally tends to be tangled up with extraneous information (Daft & Lengel, 
1984) and distorted by the source's own biases and opinions (Fiske & Taylor, 
1984). Thus, other persons may be less appropriate than impersonal sources 
for conveying simple or quantitative information such as numerical data. 

Despite the potential advantages of consulting impersonal sources, it is 
often difficult to obtain information in this way. First, a great deal of infor- 
mation is informal and tacit and does not exist in written or other impersonal 
forms. Second, since information obtained from impersonal sources lacks 
the richness of that obtained from other persons, impersonal sources are 
often inappropriate for obtaining complex or subjective information (Daft & 
Lengel, 1984). Since much of the information that newcomers need is of this 
type, it is predicted that newcomers will consult impersonal sources less 
frequently than they will consult other persons. This prediction is consistent 
with the results of Burke and Bolf's (1986) study, in which employees rated 
written sources of learning as less valuable than other persons. 


Hypothesis 5: Newcomers will ask other persons for in- 
formation more frequently than they will consult imper- 
sonal sources. 


Changes Over Time 


Existing works on socialization have highlighted many of the changes 
that occur following organizational entry. Researchers have offered stage 
models in which there are two distinct post-entry periods. During the first 
few months after entry, newcomers are focused on mastering their jobs, 
developing relationships with co-workers, and learning about the organiza- 
tion as a whole, and only after these tasks are accomplished do they begin to 
settle into their new roles (Feldman, 1976; Porter et al., 1975; Schein, 1978; 
Van Maanen, 1976). In his article on time and work, Katz (1980) provided 
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additional insight into temporal changes during socialization. He suggested 
that different concerns become salient at different times. At first newcomers 
are most concerned about fitting in socially, and later they become more 
preoccupied with how well they are performing (Katz, 1980). As newcomers' 
concerns change, the types of information that they need are likely to change 
as well. Over time, therefore, there are likely to be changes in the frequency 
with which the five types of information are sought relative to one another. 

In addition to changes in the types of information sought over time, it is 
also likely that there will be temporal changes in the overall frequency of 
information seeking. Louis (1990) proposed that, as time progresses, new- 
comers engage in increasing amounts of inquiry. She compared newcomers 
to ethnographers, suggesting that they must develop a conceptual framework 
before they know what information to seek. There is indirect evidence, how- 
ever, suggesting that information seeking may become less frequent over 
time. Ashford (1986) found a negative relationship between tenure and the 
frequency of feedback seeking. She proposed that as tenure increases, indi- 
viduals will be less likely to seek information because seeking may "under. 
mine their standing as confident and self-assured veterans" (Ashford, 1986: 
487). Feldman and Brett (1983) posed a similar argument. 

In sum, conflicting predictions have been advanced with respect to 
temporal changes in the frequency of information seeking. Further, rela- 
tively little is known about how information-seeking patterns change over 
time. The following is therefore raised as an exploratory question: How does 
the frequency with which newcomers seek the five types of information 
change over time? 


Outcomes of Seeking Behavior 


Previous research on socialization suggests that successful socialization 
is positively related to job satisfaction and performance and negatively re- 
lated to intentions to leave an organization (Feldman, 1981; Reichers, 1987; 
Van Maanen, 1975; Wanous, 1980). Socialization leads to higher satisfaction 
because as newcomers become socialized, they experience less uncertainty 
about their new environments (Feldman & Brett, 1983; Katz, 1985; Louis, 
1980). As White (1974) noted, people typically experience uncertainty as 
aversive. In addition to fostering satisfaction, uncertainty reduction also 
enables newcomers to perform their jobs more effectively. As uncertainty 
dissipates, newcomers know what they need to do and how to do it. Thus, 
the uncertainty reduction that occurs during socialization will lead to higher 
newcomer performance (Feldman, 1981; Wanous, 1980). Finally, to the ex- 
tent that newcomers have reduced their level of uncertainty, are satisfied, 
and are performing well, they will be more inclined to remain in an organ- 
ization (Feldman, 1981; Wanous, 1980). 

Drawing from the above, it is predicted that the frequency of newcomer 
information seeking will be positively related to their job satisfaction and 
performance and negatively related to their intentions to quit. Newcomers 
seek information to reduce uncertainty (Ashford, 1986; Miller & Jablin, 
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1991), and as uncertainty is reduced, they will be more satisfied, will per- 
form better, and will be less inclined to leave their organizations." 


Hypothesis 6: The frequency of newcomer information 
seeking will be positively related to satisfaction. 


Hypothesis 7: The frequency of newcomer information 
seeking will be positively related to performance. 


Hypothesis 8: The frequency of newcomer information 
seeking will be negatively related to intentions to leave an 
organization. 


METHODS 
Respondent Population 


The respondent population for this study consisted of 240 newly re- 
cruited staff accountants in five large firms, ranging in size from 1,000 to 
5,000 employees. Consistent with prior socialization research, this study 
focused on recent college graduates assuming their first permanent jobs. 
Potential respondents were told about the study and assured of the confi- 
dentiality of their responses during their orientation program. They received 
questionnaires in the mail at three times: two weeks after the completion of 
their orientation-training program (time 1) and three months (time 2) and six 
months (time 3) after entry. The timing of the first questionnaire assured that 
newcomers had some initial familiarity with their jobs and their organiza- 
tions. The second and third data collections were based on prior research 
suggesting that three and six months are meaningful intervals in the social- 
ization process (Feldman, 1977; Katz, 1978). 

All three questionnaires assessed information seeking. In addition, the 
time 1 questionnaire assessed newcomers' self-confidence. This construct 
was used as a control variable. Previous work has suggested that self- 
confidence may affect the overall frequency of information seeking (Ashford, 
1986; Fedor et al., 1992), and I expected that it might affect seeking patterns 
as well. For example, high levels of self-confidence might promote newcom- 
ers' use of inquiry over monitoring. Satisfaction and intentions to leave were 
assessed on the time 3 questionnaire, and performance information was 
provided by supervisors at the conclusion of the study. 

At time 1, 205 questionnaires were returned (8596). Of the newcomers 
who responded, 93 percent had just graduated from college, and 51.5 per- 
cent were women; the average age was 23.6 years (s.d. — 3.4 years). Despite 
a very low level of turnover between times 1 and 3 (only five respondents 
had left), there was some attrition in responses. At time 2, 172 newcomers 


2 Information seeking should also be related to actual turnover, but in the time frame 
analyzed in this study very little turnover was expected to occur. Research has found intentions 
to leave an organization to be a strong predictor of actual turnover (cf. Lee & Mowday, 1987; 
Mobley, 1982). ; 
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responded (84 percent of the time 1 group and 72 percent of the original 
population) and 149 responded at time 3 (87 percent of the time 2 group, 73 
percent of the time 1 group, and 62 percent of the original population). 
These response rates were deemed quite good for a longitudinal mail survey 
(Heberlein & Baumgartner, 1978). 

Interviews with recruiting and training directors, together with the re- 
sults of prior research (Chatman, 1991), suggested that the five firms were 
highly similar in their recruiting and training practices and in the work 
procedures for new staff accountants. Using Van Maanen and Schein's 
(1979) terminology, the socialization process for organizational newcomers 
can be classified as largely collective, sequential, and fixed, because new- 
comers go through a common learning experience with a clear sequence of 
steps. After a fairly rigorous selection process, newly hired accountants at- 
tend a two-week orientation-training program as a cohort. After the training 
program, the socialization process becomes less collective and more indi- 
vidual, with newcomers spending most of their time on individual audit 
assignments, where they work as part of teams. Prior research suggests that 
although the training program is very important, much of the socialization 
process for new staff accountants occurs on the job (Chatman, 1991; 
Dirsmith & Covaleski, 1985). In other words, there is a combination of formal 
and informal socializing tactics (Van Maanen & Schein, 1979). The social- 
ization process can also be described as serial (Van Maanen & Schein, 1979) 
since experienced staff accountants serve as role models. 


Assessing Information Seeking 


The information-seeking measures were based on Ashford's (1986) mea- 
sures of feedback-seeking behavior. For each type of information, respon- 
dents were asked to indicate the frequency with which they had engaged in 
a variety of seeking behaviors (see the Appendix). They were asked to indi- 
cate the frequency with which they had asked their direct supervisors, ex- 
perienced peers, and other newcomers for information and the frequency 
with which they had consulted written documents; an item for written 
sources was not included for social feedback, as pilot work indicated that 
this type of information does not generally exist in written form. Other 
impersonal sources, such as computers, were not relevant for these respon- 
dents. The newcomers were also asked to indicate the frequency with which 
they had monitored for information. I used multiple items to assess moni- 
toring for the two types of feedback and for normative information (cf. Ash- 
ford, 1986) and single items for technical and referent information. 

The assessment of information seeking differed from Ashford's (1986) 
work in one important respect. Rather than using scales ranging from "verg 
frequently" to “very infrequently,” I used a seven-point response scale based 
on objective units of time (1 — never, 2 — once a month, 3 — a few times a 
month, 4 = once a week, 5 = a few times a week, 6 = once a day, 7 = afew 
times a day). The advantage of this procedure was that it standardized re- 
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sponses across individuals and provided information about the actual fre- 
quency with which different types of information were sought. 

For each type of information, I factor-analyzed the items using a prin- 
cipal components analysis with a “varimax” rotation. The resulting factor 
structures were stable across the three time periods; Table 1 gives time 1 
results. For normative information and performance feedback, there was one 
factor defined by the three inquiry items, one factor defined by the three 
monitoring items, and one factor defined by the written documents iten. In 
the case of social feedback, where there was no written documents item, the 
factor analysis yielded two distinct factors, one defined by the inquiry items 
and one defined by the monitoring items. On the basis of the factor ana ysis 
results, I formed inquiry and monitoring subscales for each type of info7ma- 
tion by averaging the respective items (cf. Ashford, 1986). For technical and 
referent information, the inquiry items defined one factor, the monitcring 
item defined a second factor, and the written documents item defined a third 
factor. In both cases, the three inquiry items were averaged to create scales. 
The reliability coefficients (Cronbach's alphas) for these two scales rere 
marginal, ranging from .60 to .65. 

Table 2 reports the correlations between the information-seeking mea- 
sures. Consistent with prior research (Ashford, 1986; Ashford & Tsui, 1991), 
many of the correlations are significant, suggesting that individuals have 
overall propensities for seeking information. Table 2 also reports alpha co- 
efficients for the scales. For the single-item measures, six-week test-retest 
correlations are reported. These were established by administering the sin- 
gle-item measures to 46 managers and then readministering the items six 
weeks later. The managers were working in a variety of industries and had 
been employed in their current jobs for an average of 2.8 years (s.d. — 2.1). 

Because some of the seeking measures had not been used previously, it 
was important to demonstrate their construct validity. This demonstration 
was made in several ways. First, the correlations between items within 
scales were always larger than the correlations between items across scales 
(cf. Jones, 1986). Together with the results of the factor analyses, this finding 
provided evidence of discriminant validity. The correlations given in Table 
2 also provided evidence of construct validity. The fact that many of the 
correlations were significant suggested that the scales were measuring re- 
lated phenomena. On the other hand, tbe fact that the average correlation 
between measures within a given mode of seeking (inquiry or monitoring; 
X = 33.9) was considerably higher than the average correlation between 
measures across modes (x = 17.9) supported the conceptual distinction 
between the inquiry, monitoring, and written source constructs. 

The construct validity of the information-seeking measures was verified 
through confirmatory factor analyses conducted with LISREL VII (Jóreskog & 
Sórbom, 1989), These analyses tested the factor structures derived at time 1 
using the data from time 2. As Anderson and Gerbing (1988) noted, confir- 
matory factor analysis provides a confirmatory assessment of convergent and 
discriminant validity. Convergent validity was demonstrated by the highly 
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significant (p < .001) lambda-x values, or factor loadings, whereas discrim- 
inant validity was demonstrated by the fact that the phi values, representing 
the correlations among the latent constructs (inquiry, monitoring, written 
sources) were significantly less than 1.0 (Anderson & Gerbing, 1988). These 
values ranged from .19 to .48, with a mean of .30. 

The LISREL program yields several measures of fit: a chi-square statis- 
tic, a root-mean-square residual (RMS), and a goodness-of-fit index (GFT). 
The smaller the first two, and the closer the GFI to 1.0, the better the data fit 
the proposed factor structure. Because the chi-square statistic is dependent 
on sample size, I also computed the normed fit index (NFI; Bentler & Bonett, 
1980), which corrects for sample size. As seen from the results reported in 
Table 3, for each of the five types of information the factor structure derived 
from the time 1 data provided an excellent fit to the time 2 data. Further, in 
all cases the proposed factor structure provided a significant improvement 
(p < .001) over a null model. 

As seen in Table 2, the information-seeking scales were correlated 
across information types. Thus, I used confirmatory factor analyses to de- 
termine whether there was adequate discriminant validity between the five 
types of information. Two models were tested, one for the inquiry measures 
and one for the monitoring measures. Because of the large number of mea- 
sured variables, it would have been extremely difficult to fit a LISREL model 
with all of the inquiry and monitoring measures together (Jóreskog & Sór- 
bom, 1989). It should be noted, however, that discriminant validity between 
inquiry and monitoring was established through the analyses discussed 
above. 

For both models, the highly significant loadings on the intended factors 
and the correlations between latent constructs of significantly less than 1.0 
demonstrated convergent and discriminant validity (Anderson & Ger- 
bing, 1988). The latter values ranged from .24 to .75, with a mean of .49. The 
only correlation exceeding .70, suggesting a potential problem of discrimi- 
nant validity, was between the normative monitoring and social feedback 
monitoring scales. The inquiry model had a chi-square of 86.04, a GFI of 
.910, a NFI of .980, and a RMS of .134. The monitoring model had a chi- 
square of 75.21, a GFI of .935, a NFI of .957, and a RMS of .131. Although the 
chi-square values were significant, it must be kept in mind that this statistic 


TABLE 3 
Results of Confirmatory Factor Analysis at Time 2° 
Information Type Chi-square df p RMS GFI NFI 
Technical information 4.46 4 .947 .094 .990 .991 
Referent information 11.45 4 .022 .466 |. .976 .976 
Performance feedback 20.58 12 -  .057 .105 968 .940 
Normative information 16.20 12 .132 .088 `, .974 .966 
Social feedback 15.12 9 088 .110 .971 .997 


a RMS = root-mean-square residual; GFI = goodness-of-fit index; NFI = normed fit index. 
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is highly dependent on sample size and thus should not be used as a dəfin- 
itive measure of fit (Bentler & Bonett, 1980). The other indexes suggested that 
the models fit the data well. Further, both models provided highly signifi- 
cant improvements over a null model (p « .001) and highly significant 
improvements over a one-factor model (p « .001). 

Like other works in this area (Ashford, 1986; Ashford & Cummz=ngs, 
1985; Comer, 1991; Miller, 1991), this study utilized self-reports of informa- 
tion seeking. I considered self-reports more valid than supervisor or peer 
reports because information seeking often occurs in the absence of an ob- 
server and because employees do not always closely attend to their co- 
workers’ seeking behavior. A potential problem with self-reports, however, 
is that respondents may not be entirely accurate in reporting their behavior. 
Thus, to check the validity of using self-report measures, questionnaires 
were sent to 45 pairs of managers and co-workers not associated with the 
original group of respondents. The managers worked in a variety of indus- 
tries and had held their current jobs for an average of 1.38 years (s.d. = 1.05). 
Both parties were asked to indicate the frequency with which the focal 
manager (1) asked peers for each of the five types of information and (2) 
consulted written sources for information; monitoring was not assessed 
since it is not observable to co-workers. The correlations between self- 
reports and co-worker reports ranged from .38 (p « .01) to .66 (p « .001), 
with a mean of .49. Given the many reasons why co-workers may not be 
accurate informants, I saw these results as providing convincing evidenze of 
the validity of the self-report measures. 


Assessing Self-confidence, Satisfaction, Intentions to Leave, 
and Performance 


Self-confidence was measured on the time 1 questionnaire with Eazly's 
(1967) version of the Janis-Field scale. This scale contains 20 items on seven- 
point scales, 10 of which are reverse-scored. The scale had a mean of 5.2 (s.d. 
— .61) and a coefficient alpha of .89. 

Satisfaction and intentions to leave were assessed on the time 3 ques- 
tionnaire. Satisfaction was assessed with Kunin's (1955) seven-point Faces 
Scale. Brief and Roberson (1989) found this measure superior to more 
lengthy measures of job satisfaction, especially in its ability to capture the 
affective component of satisfaction. Scores ranged from a high of 1 to & low 
of 7, with a mean of 2.9 (s.d. — 1.3). Intentions to leave were assessed with 
afour-item scale developed by Kraut (1975). The mean for this scale was 3.01 
out of a possible 6 (s.d. = 1.3), and the alpha was .87. Consistent with prior 
research (Good, Sisler, & Gentry, 1988), satisfaction and intentions to leave 
were highly correlated (r — .71). 

Respondents received their first formal performance evaluations shortly 
after the third questionnaire had been administered. Following this review, 
supervisors provided ratings on the following five dimensions: technical 
proficiency, working paper documentation, managing responsibilities, pro- 
fessional characteristics, and overall performance. The five dimensions, as 
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well as the response options (below expectation, at expectation, above ex- 
pectation), were derived from the performance evaluation forms used by the 
firms. The five items formed a unidimensional scale with a coefficient alpha 
of .87. Scores ranged from the minimum of 1 to the maximum of 3, with a 
mean of 2.2 (s.d. = .3). Performance was not significantly correlated with 
either satisfaction or intentions to leave. 


RESULTS 
Hypotheses 1—5 


Hypotheses 1 and 2 predict that the use of inquiry and monitoring will 
differ by information type, with newcomers engaging in monitoring more 
frequently than inquiry when trying to obtain referent and normative infor- 
mation and the two types of feedback but engaging in inquiry more fre- 
quently than monitoring when trying to obtain technical information. To 
begin, I conducted a five-by-two-by-three (type-by-mode-by-time) repeated- 
measures analysis of variance (ANOVA). Because the ANOVA involved re- 
peated measures, I used the Geisser-Greenhouse correction (Geisser & Green- 
house, 1958). The results demonstrated a main effect for type IP, an = 
184.20, p < .001, n? = .59), indicating that the five types of information were 
sought with different frequencies. In addition, there was a significant type- 
by-time interaction (F, 139 = 9.06, p < .001, n? = .06), a main effect for mode 
(Fio = 246.90, p < .001, n? = .66), and a type-by-mode interaction (F, ag 
= 252.09, p < .001, n? = .66). The latter two effects provided preliminary 
support for Hypotheses 1 and 2. To test the specific predictions made, I 
conducted paired comparisons tests. As Table 4 and Figure 1 show, results 
strongly supported both hypotheses. For each of the five types of informa- 
tion, and at all three times, the difference in frequency between monitoring 
and inquiry was in the predicted direction and highly significant. 

Hypotheses 3 and 4 predict that newcomers will seek referent informa- 
tion and performance feedback from supervisors more frequently than from 
peers and will seek the other three types of information from peers more 
frequently than from supervisors. As a preliminary test, a repeated-measures 
five-by-two-by-three ANOVA (type-by-source-by-time) was performed. The 
results revealed a main effect for information type (F143) = 558.75, p < .001, 
m? = .81), a main effect for source (F; 449 = 7.02, p < .001, n* = .81), and a 
type-by-source interaction (P, an = 46.77, p < .001, ņ? = .27). The latter 
two effects provided preliminary support for the hypotheses. Other signifi- 
cant effects included a source-by-time interaction (F, 49 = 6.35, p < .01, m? 
= .05) and a type-by-time interaction (F, au = 3.45, p < .05, Y? = .03). As 
the eta-squares indicate, however, these effects were not very strong. 

To test the specific predictions made, I compared the frequency of new- 
comers' asking experienced peers for information with the frequency of their 
asking supervisors. Results fully supported Hypothesis 4 at all three times. 
For referent information and performance feedback, the frequency of asking 
supervisors was significantly greater than the frequency of asking peers. 
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FIGURE 1 
Comparison of Information-seeking Modes for the Five Types 
of Information 
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Hypothesis 3 was partially supported. In support of the hypothesis, new- 
comers asked for social feedback and normative information from peers 
more frequently than from supervisors, although for normative information 
the difference was significant only at time 1. For technical information, the 
results were the opposite of what was predicted. At all three times, new- 
comers asked supervisors for information more frequently than peers (see 
Table 5 and Figure 2). 

Hypothesis 5 predicted that newcomers would consult written docu- 
ments less frequently than they consulted other persons. To test this predic- 
tion, I conducted a third ANOVA (type-by-mode-by-time). The analysis in- 
cluded four types of information (all except social feedback), two modes 
(asking others and consulting written materials), and all three times. In ad- 
dition to a main effect for type (E, au = 663.14, p < .001, n? = .84), there 
was a main effect for mode (P, an = 244.10, p < .001, y? = .65) and a 
type-by-mode interaction IF. an = 24.55, p < .001, vi = .16). The mode 
effect provided preliminary support for the hypothesis. There was a_so a 
type-by-time interaction (F, 1439 = 12.75, p < .001, n? = .09), a weak mode- 
by-time interaction (F, 449 = 3.96, p < .05, n? = .03), and a weak three-way 
interaction (F, 49 = 3.15, p < .05, n? = .02). Paired t-tests comparing the 


TABLE 5 


Comparison of Seeking from Peers and Supervisors 
Types of ___Peers ^ . Supervisors — 
Information* Means s.d. Means s.d. t 
Normative information 
Time 1 3.59 1.70 2.99 1.63 5.52*** 
Time 2 3.20 1.56 3.06 1.54 1.51 
Time 3 3.00 1.51 2.93 1.41 0.59 
Social feedback 
Time 1 2.22 1.63 1.63 1.19 5.63*** 
Time 2 2.06 1.35 1.57 1.01 5233*** 
Time 3 2.17 1.29 1.79 1.11 4415*** 
Technical information 
Time 1 5.66 1.46 6.07 1.38 —3.04** 
Time 2 5.07 1.43 6.42 0.98 —6.05*** 
Time 3 5.54 1.44 6.17 1.26 —5.64*** 
Referent information 
Time 1 3.19 1.77 4.04 1.92 —5.81*** 
Time 2 3.62 1.49 4.44 1.88 —5.85*** 
Time 3 3.59 1.53 4.39 1.53 —B5,95*** 
Performance feedback 
Time 1 2.65 1.68 2.90 1.68 —2.09* 
Time 2 2.44 1.58 2.99 1.57 —4.86** 
Time 3 2.44 1.40 2.98 1.36 —5.08** 
* At time 1, df — 202; at time 2, df — 171; at time 3, df — 147. 
*p«.05 
**p«.01 


*** p « .001 
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‘FIGURE 2 
Comparison of Information Seeking from Peers and Supervisors for the 
: Five Types of Information ` 
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inquiry and written sources measures were used to test Hypothesis 5 more 
directly (see Table 4 and Figure 1). At time 1 and time 2, the results were 
fully supportive. At time 3, the results supported the hypothesis for techni- 
cal, referent, and normative information. For performance feedback, the dif- 
ference was in the predicted direction but nonsignificant, with newcomers 
consulting written documents more frequently than they had at time 1 or 
time 2. 


Effects of Self-confidence 


As discussed, it was expected that self-confidence might have an effect 
on the hypothesized patterns of information seeking. I therefore repeated the 
ANOVAs with self-confidence as a covariate. The covariate did not have an 
effect on the analysis comparing inquiry and monitoring (B — .04, t — .69), 
nor did it have an effect for the analysis comparing inquiry and consulting 
written source (B — .04, t — .47). As a further test, I split the respor dent 
group into thirds according to scores on the self-confidence scale and con- 
ducted the ANOVAs and t-tests separately for newcomers in the tog and 
bottom thirds. No differences were found. Consistent with those results, 
self-confidence was not significantly correlated with any of the incuiry, 
monitoring, or written sources measures. 

For the analysis comparing the frequency of asking supervisors for in- 
formation with the frequency of asking peers, self-confidence did not have 
an effect as a covariate (B = .09, t = .99), nor did the results change when 
the ANOVA was performed separately for newcomers with high anc low 
levels of self-confidence (the top and bottom thirds). When the t-tests were 
performed separately for the two groups, however, Hypothesis 4 was unsup- 
ported, at all three times, for newcomers with low self-confidence. Unlike 
newcomers with high self-confidence, low-self-confidence newcomers did 
not ask their supervisors for referent and performance feedback any more 
frequently than they asked their peers. Consistent with this finding, self- 
confidence was significantly correlated with the frequency of asking super- 
visors for referent information at time 2 (r = .24, p < .01) and at time € (r = 
.21, p < .05) and with the frequency of asking supervisors for performance 
feedback at time 3 (r = .16, p < .05). 


Hypotheses 6—8 


Hypotheses 6—8 predict that the frequency of newcomer information 
seeking will be related to satisfaction, performance, and intentions to leave 
an organization. Table 6 reports the bivariate correlations between the time 
2 seeking measures and the three outcomes (time 3). To test the hypotheses, 
each outcome was regressed on the 14 seeking measures. All three hypoth- 
eses were supported. Information seeking explained 12 percent of the vari- 
ance in satisfaction (F — 4.17, p « .001), 9 percent of the variance in per- 
formance (F — 3.73, p « .01), and 6 percent of the variance in intenticns to 
leave (F = 2.90, p « .05). In all three cases, however, beta coefficients 
became unstable as variables were added to the equations, suggesting a prob- 
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TABLE 6 
Correlations Between Information Seeking at Time 2 and Satisfaction, 
Performance, and Intentions to Leave at Time 3 





Types of Information Intentions 
and Modes of Seeking Satisfaction Performance to Leave 
Technical information 

Inquiry .15* .18* — 20* 

Monitoring .04 7t —.01 

Consulting written sources .D3 .08 —.04 
Referent information 

Inquiry 14 .01 —.15t 

Monitoring .18* SE —.18* 

Consulting written sources .20* 11 —.18* 
Normative information 

Inquiry .21* .02 —.19* 

Monitoring .a2** 21* —.25** 

Consulting written sources .20* .08 —.14 
Performance feedback 

Inquiry .22** .09 — 185 

Monitoring .19* 207 —.07 

Consulting written sources .19* .24* — 177 
Social feedback 

Inquiry KEN .04 — 287 

Monitoring .30** 14 —.25** 

tp«.0 
*p<.05 
** p « 01 


lem of multicollinearity. To assess the extent of multicollinearity, I regressed 
each of the seeking measures on the other 13 measures. It has been argued 
that multicollineàrity tends to cause problems when more than 50 percent of 
the variance in any one variable can be accounted for by the other variables 
(Bohrnstedt & Knoke, 1982). In this case, the average R? was .45, with five of 
the R?'s exceeding .50. Consequently, the beta weights were considered un- 
interpretable and are not reported. 


Exploratory Questions 


The first exploratory question addressed the relative frequency with 
which newcomers seek the five types of information. As discussed, the 
ANOVAs revealed main effects for information type, indicating that the five 
types were sought with different frequency. Because there were also main 
effects for mode and interactions between type and mode and between type 
and time, I investigated the exploratory question separately for each of the 
three time periods and for each of the three seeking tactics (inquiry, moni- 
toring, and consulting written documents) using multiple comparisons. 
Since the comparisons were post hoc and nonorthogonal, I used the Bonfer- 
roni procedure (Keppel, 1982) to control the overall error rate. 

Table 4 contains the means and standard deviations. Figure 1 also il- 
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lustrates the means. For inquiry, the pattern of relative frequency was con- 
stant across the three times. Newcomers sought technical information the 
most, then referent information, normative information, performance feed- 
back, and social feedback. Except for the difference between referent and 
normative information at time 1, the differences between measures were 
significant at p « .001. 

For monitoring, the pattern differed across the three times. At time 1, 
newcomers sought four of the five types with equal frequency; the exception 
was teferent information, which was sought less often than the others (p « 
.001). At time 2, newcomers monitored for performance feedback mors fre- 
quently than they monitored for any of the other types (p « .01). At time 3, 
newcomers monitored for performance feedback more frequently than any of 
the other types except technical information, and they monitored for nor- 
mative information less frequently than the others (p « .01). 

The results for consulting written documents were similar to those for 
inquiry. At time 1, newcomers sought technical information more frequently 
than the other types (p « .001), which were sought with equal frequency. At 
time 2, they again sought technical information the most, followed by ref- 
erent information, performance feedback, and normative information. All 
differences were significant at p « .01. At time 3, newcomers again sought 
technical information the most, followed by performance feedback, relerent 
information, and normative information. All differences were significant (p 
« .001), except the difference between performance feedback and referent 
information. 

The second exploratory question addressed temporal changes in infor- 

mation seeking. None of the ANOVAs revealed a main effect for time, sug- 

gesting that there was no overall change in the frequency of seeking. Time 
did interact with information type, however. The results of t-tests demon- 
strated that from time 1 to time 3, newcomers sought technical information 
(t = 2.18, p < .05), normative information (t = 3.69, p < .001), and 3ocial 
feedback (t = 2.62, p < .01) less frequently and referent informatior (t = 
3.71, p « .001) and performance feedback (t — 2.29, p « .01) more fre- 
quently. As discussed above, the pattern of mode and source usage was 
generally stable over time. 


DISCUSSION 


In recent years, research on socialization has focused increasingly on 
the proactive and self-managing potential of organizational newcomers, and 
in particular, on information seeking (Ashford & Taylor, 1990; Comer, 1991; 
Miller & Jablin, 1991; Reichers, 1987). This study makes an important con- 
tribution to that literature by providing one of the first empirical investiga- 
tions of newcomer proactivity. The results provide clear evidence that new- 
comers take an active part in the socialization process. In addition. they 
provide insight into specific tactics of information acquisition and demon- 
strate that newcomer information seeking follows predictable patterms. As 
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noted by others (Comer, 1991; Miller & Jablin, 1991), whereas existing work 
has focused on how newcomers process information, it is also important to 
understand the means by which they acquire it. 

As predicted, for most types of information newcomers engaged in mon- 
itoring more frequently than in inquiry. This finding is consistent with pre- 
vious research on feedback-seeking behavior (Ashford, 1986; Ashford & 
Tsui, 1991) and with the argument that individuals are reluctant to incur the 
social costs of direct inquiry. When trying to obtain technical information, 
however, newcomers engaged in inquiry more often than in monitoring. 
Comer (1991) found similar results. The finding suggests that because tech- 
nical information is highly valuable, yet difficult to obtain through moni- 
toring, newcomers may be willing to ask for it directly. Additional research 
is needed to determine whether this interpretation is accurate. 

Although both peers and supervisors were important information 
sources, newcomers preferred peers for certain types of information and 
supervisors for others. The one unexpected result was that newcomers 
sought technical information from supervisors more frequently than from 
peers. This finding is inconsistent with what has been suggested and found 
elsewhere (Burke & Bolf, 1986; Comer, 1991) and may reflect the fact that the 
supervisors in the setting studied were only a few years ahead of the new- 
comers in their careers and therefore quite familiar with the newcomers' 
day-to-day activities. Further, it is likely that information seeking in this 
setting did not entail the high social costs inherent in many supervisor- 
subordinate relationships. Additional research is needed to clarify whether 
newcomers always tend to obtain more of their technical information from 
supervisors, or whether this proportion varies with the quality of the super- 
visor-subordinate relationship. 

Another unexpected finding was that self-confidence had relatively few 
effects on patterns of information seeking. In particular, it had no effect on 
the relative frequency with which newcomers engaged in inquiry and mon- 
itoring. Ashford (1986) obtained a similar finding. Contrary to her predic- 
tion, Ashford found self-confidence to be unrelated to inquiry and only 
weakly related to monitoring. The self-confidence results were more sup- 
portive when sources of information were compared, although a large num- 
ber of effects were tested and only a few were found to be significant. Con- 
trary to what was found for newcomers with high self-confidence, newcom- 
ers with low self-confidence were no more likely to ask their supervisors for 
referent information or performance feedback than they were to ask their 
peers. These results are consistent with the argument that self-presentation 
concerns affect information seeking (Morrison & Dies, 1991; Northcraft & 
Ashford, 1990). Newcomers with low self-confidence are likely to be more 
concerned about looking bad in the eyes of their supervisors than are new- 
comers with high self-confidence. One possible reason for the generally 
modest effects of self-confidence is that scores were negatively skewed. Of 
these respondents, 86 percent had self-confidence scores of 4.5 or higher out 
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of a possible 7. Self-confidence might have more of an effect on information 
seeking for newcomers at the low end of the scale, who were underrepre- 
sented in the present study group. 

It is interesting to note that the relative frequency with which the five 
types of information were sought differed by mode. When newcomers mon- 
itored, they sought the five types with relatively similar frequency. One 
notable exception was that at times 2 and 3, newcomers monitored fo? per- 
formance feedback more often than they monitored for the other types of 
information. This result is interesting given that newcomers asked for per- 
formance feedback relatively rarely. One possible interpretation for these 
findings is that newcomers consider performance feedback to be highly im- 
portant yet recognize that there are strong social risks inherent in asking for 
it directly (Ashford & Cummings, 1983; Northcraft & Ashford, 1990). This 
possibility warrants further investigation. In the case of inquiry and written 
sources, technical information was sought far more often than the other 
types. This pattern is consistent with the argument that technical informa- 
tion is particularly valuable for newcomers as they try to master their job 
activities (Comer, 1991). Another likely explanation is that newcomers find 
it more socially acceptable to ask for technical information. After all, tech- 
nical information is task-related and does not involve feelings and judg- 
ments, as do the other types of information (Louis, 1990). 

Because of its longitudinal focus, the study provides insight into pat- 
terns of change and stability as the socialization process progresses. Surpris- 
ingly, the overall frequency of information seeking was quite stable, as were 
the patterns of information seeking predicted in the hypotheses. Changes did 
occur, however, in the frequency with which specific types of information 
were sought. Over time, newcomers sought less normative information and 
social feedback, but they sought more referent information and performance 
feedback. These results are consistent with Katz’s (1980) argument that as 
time progresses, newcomers become less concerned about fitting in and 
more concerned about how well they are performing. Newcomers also 
sought less technical information over time. This result may have ref. ected 
a gradual process of job mastery. Alternatively, as time progressed, nev;/com- 
ers may have sensed that it was less acceptable for them to seek technical 
information (Ashford, 1986; Feldman & Brett, 1983). Overall, the relative 
stability of mode and source usage is somewhat surprising, particularly 
since the literature suggests that the frequency of inquiry is likely to change - 
(Ashford, 1986; Louis, 1990). Although it is possible that information seek- 
ing is more stable than previously believed, a more likely explanation -s that 
the six-month time frame was too short for changes to be observed. 

Another important contribution of this study is that it demonstrates a 
link between information seeking and socialization outcomes. The cverall 
frequency of information seeking was related to satisfaction, performance, 
and intentions to leave at six months, suggesting that information seeking is 
a valuable activity during the newcomer adjustment process (Ashford & 
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Taylor, 1990; Louis, 1990; Miller & Jablin, 1991). Prior research has tended 
to focus exclusively on antecedents to seeking behavior, such as uncertainty 
and social costs (Ashford, 1986; Northcraft & Ashford, 1990), with this being 
one of the first studies to address consequences. Future research is needed to 
assess the specific types of information seeking that have the most impact. 

A limitation of this study is that it used a fairly homogeneous group of 
respondents. Although homogeneous samples afford several advantages, 
they do not allow investigators to be entirely certain about generalizability. 
For two reasons, however, I did not consider homogeneity to be a serious 
limitation. First, the accounting firms represented a fairly typical socializa- 
tion setting. Many types of managerial and professional jobs entail social- 
ization processes that are sequential, fixed, and serial and that combine 
collective and individual tactics. Second, Miller (1991) found no differences 
in information seeking as a function of formal socialization tactics, and he 
found few differences resulting from organizational domain. It will be im- 
portant, however, for future research to build on this study by investigating 
newcomer information seeking across different professions and industries. 

Another important direction for future research will be to assess the 
amount and quality of information that newcomers actually obtain from 
seeking. Like other works in this area (Ashford, 1986; Ashford & Cummings, 
1985; Ashford & Tsui, 1991; Miller, 1991), this study focused solely on the 
frequency of seeking. Although frequency is clearly an important dimension, 
frequent information seeking does not guarantee that a seeker will obtain a 
sufficient amount of information or information that is useful. Another task 
for future research will be to investigate more specific information-seeking 
tactics (cf. Miller, 1991), such as those recently proposed by Miller and 
Jablin (1991). Additionally, an important task for future research will be to 
focus on the mediating processes that account for the observed patterns of 
seeking behavior. This study was important in demonstrating that patterns 
of newcomer information seeking vary in theoretically consistent ways. Like 
other studies in this area (Ashford & Tsui, 1991; Burke & Bolf, 1986; Comer, 
1991), however, it did not provide a direct test of why newcomers sought 
information in the ways that they did. It will be necessary for future research 
to build on this study and focus more directly on issues such as social costs, 
perceived quality of information, and personality variables that lead new- 
comers to prefer certain tactics and sources to others. Such a focus will 
provide even greater insight into the newcomer information-seeking process. 

To conclude, this study demonstrates that newcomers engage in proac- 
tive information seeking. In the process of trying to adjust to their new jobs 
and organizations, the newcomers in this study sought five distinct types of 
information, using different modes and sources depending on the informa- 
tion type. The more information that newcomers sought, the more satisfied 
they were, the better their performance, and the less inclined they were to 
leave their jobs. These findings enhance our understanding of newcomer 
socialization as well as our understanding of information-seeking processes 
in organizations. 
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APPENDIX 
Information-seeking Scales 


Sample Scale: Normative Information 


Think about the last three months at work.* To determine the behaviors and attitudes that 
your firm values and expects, how frequently, in general, have you done each of the following: 


1. Ask your direct supervisor 
2. Ask a more experienced staff accountant 


* At time 1, newcomers were asked to think about the time since they had begun working. 


1993 Morrison : 589 


3. Ask another new staff accountant 

4. Pay attention to how others behave 

5. Socialize with people in the firm in order to learn how they behave and what they 
value 

6. Observe what behaviors are rewarded and use this as a clue to what is desirable or 
expected 

7. Consult memos, annual reports, or other written material 


Instructions for the Other Four Scales 
The instructions were the same, with the following variations of the underlined words: 


Technical information —how to perform specific aspects of your job 
Referent information —what is expected of you in your job 
Performance feedback—how well you are performing in your job 
Social feedback—the appropriateness of your social behavior at work 


Elizabeth Wolfe Morrison received a Ph.D. degree in organizational behavior from 
Northwestern University. She is an assistant professor of management at the Stern 
School of Business, New York University. Her research interests include socialization, 
proactive information seeking, and organizational citizenship behavior. 
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The interaction process and performance of culturally homogeneous 
and culturally diverse groups were studied for 17 weeks. Initially, ho- 
mogeneous groups scored higher on both process and performance ef- 
fectiveness. Over time, both types of group showed improvement on 
process and performance, and the between-group differences con- 
verged. By week 17, there were no differences in process or overall 
performance, but the heterogeneous groups scored higher on two task 
measures. Implications for management and future research are given. 


Literally hundreds of studies have addressed group problem-solving 
effectiveness; Bettenhausen (1991), Hill (1982), and Shaw (1983) provide 
extensive reviews. However, the existing studies fall far short of providing 
practical guidance for managing the kind of culturally diverse groups that 
are fast becoming the norm in a large number of organizational situations for 
at least four reasons. First, there is very little resemblance between the con- 
ditions that existed in these studies and conditions that exist in ongoing 
organizational settings. For example, most researchers have used short-term 
groups that existed only for the duration of their studies (e.g., Anderson, 
1983; Cox, Lobel, & McLeod, 1991; Simard & Taylor, 1973; Watson & Kumar, 
1992). Although their findings provide some insight into the impact of di- 
versity in newly formed groups, they give no guidance as to what to expect 
in ongoing organizational groups (cf. Watson, Michaelsen, & Sharp, 1991). 
Second, ongoing organizational groups are more culturally diverse than 
those examined in previous research (cf. Adler, 1991; Bettenhausen, 1991). 
Third, the tasks employed have limited the relevance of studies examining 
the effect of diversity on group problem solving. Those tasks have either 
been quite simplistic—an example is a clerical decision task that took an 
average of less than ten seconds to complete (Fenelon & Megargee, 1971)— 
or have had a game-like quality; computing the shortest shipping route be- 
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tween five hypothetical ports is an example (Ruhe & Allen, 1977); moreover, 
such tasks have no significant impact on group members’ well-being. Fourth, 
studies that have examined the impact of diversity on group problem solving 
have produced inconsistent results. Two studies concluded that racial di- 
versity inhibited group performance (Fenelon & Megargee, 1971; Rube & 
Allen, 1977), and one found no performance differences between racially 
diverse and racially homogeneous groups (Ruhe, 1972). Another assumed 
that group performance was the sum of individual contributions and con- 
cluded that racial diversity enhanced groups' performance (Ruhe & Eatman, 
1977). 

The primary purpose of this study was to extend previous research on 
the impact of cultural diversity on group process and problem solving by (1) 
examining group performance on a series of complex problem-solving tasks 
of considerable importance to group members, (2) employing a longitudinal 
design in which the interaction within and performance of culturally homo- 
geneous and culturally diverse work groups were compared, and (3) using 
groups whose membership contained a much greater degree of cultural di- 
versity than those studied in previous research. We defined group process as 
the actions of group members that affect one another over time; we defined 
culturally diverse groups as those having both ethnic and national differ- 
ences among members. We attempted to answer the following question: 
What effect does a high degree of cultural diversity have on group interac- 
tion and group problem solving over time? 


EFFECTS OF DIVERSITY 
Newly Formed Groups 


The combined impact of ethnic and national diversity on group process 
and performance is somewhat difficult to predict from existing research. 
Even though groups whose heterogeneity was based on gender mix or per- 
sonality profile differences have experienced more process problems than 
homogeneous groups (Anderson, 1971; Feldman, Sam, McDonald, & Bech- 
tel, 1980; Hoffmann, 1959; Hoffmann & Maier, 1961; Mitchell & Fao, 1969; 
Nemeth, 1986; Steiner, 1972; Triandis, Hall, & Evans, 1965), they also have 
been more effective at solving complex problems (see Shaw [1983] for an 
extensive review). However, diversity based on racial and national ciffer- 
ences appears to interfere with group process to a much greater extent than 
heterogeneity as defined in earlier group problem-solving research (Adler, 
1991). Since newly formed culturally heterogeneous groups probably would 
not have sufficient time to adjust to substantial race and nationality ciffer- 
ences, we expected that this type of diversity would be a short-run limitation 
on effective group process and performance: 


Hypothesis 1a: Newly formed culturally diverse groups 
will report less effective interaction processes than newly 
formed culturally homogeneous groups. 
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Hypothesis 1b: Newly formed culturally diverse groups 
will perform less effectively on complex problem-solving 
tasks than newly formed culturally homogeneous groups. 


Longer-Term Groups 


Logically, cultural diversity should be an asset that could allow diverse 
groups to outperform homogeneous groups on tasks that call for a variety of 
viewpoints (Buller, 1986; Janis, 1982; Kowitz & Knutson, 1980). However, 
the absence of longitudinal studies on the impact of cultural diversity on 
group problem-solving effectiveness makes it difficult to predict how di- 
verse groups will interact over an extended period. Our assumption was that 
if culturally diverse groups had sufficient time to resolve group process 
issues, they could substantially improve their performance on group tasks 
over both their previous performance and heterogeneous groups' perfor- 
mance. The most relevant evidence for this issue comes from a study by 
Watson and colleagues (1991) in which those authors collected data from 52 
student teams that worked on group tasks over four months. Although Wat- 
son and colleagues did not examine the impact of diversity, when they 
compared individual and group test scores (both of which had a significant 
impact on students' course grades), they found that over time groups in- 
creased in their ability to use members' informational resources and became 
less dependent on their most knowledgeable member. If this trend held for 
diverse groups, we would expect them to improve in group process effec- 
tiveness and overcome the initial limitations of their cultural diversity over 
time. We tested the following hypotheses with respect to the longer-term 
impact of diversity on group process and performance: 


Hypothesis 2a: Initial differences in the effectiveness of 
the interaction processes of culturally diverse and cultur- 
ally homogeneous groups will diminish over time. 


Hypothesis 2b: With increased process effectiveness, cul- 
turally diverse groups will substantially improve their 
group performance on complex problem-solving tasks 
over both their previous performance and that of cultur- 
ally homogeneous groups. 


METHODS 
Data 


Data for the study were collected from 173 upper-level undergraduates 
(103 men and 70 women) who were enrolled in a principles-of-management 
course, taught by a team of three instructors, at a large university in the 
southwestern United States. The mean age of the subjects was 24 years, and 
their average level of work experience was 4.2 years. Almost all the subjects 
involved in this study were business administration majors, and the majority 
were employed in a neighboring metropolitan area. 

Each subject was a member of 1 of 36 work groups. Each work group had 
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four or five members, and the students remained in the same group for the 
duration of the study, a little over four months. During this period, group 
members had frequent opportunities to interact as they engaged in a wide 
variety of group activities, including the four tasks that were used to collect 
group performance data for the current study. 


The Cultural Composition of the Work Groups 


Groups with all members from the same nationality and ethnic back- 
ground are referred to herein as culturally homogeneous groups. Groups that 
had members from two or more nationalities and three or more ethnic back- 
grounds are referred to as culturally diverse groups. Each four-member di- 
verse group contained a white American, a black American, a Hispanic 
American, and a foreign national from a country in Asia, Latin America, 
Africa, or the Middle East. Each five-member diverse group contained an 
additional member who was either a Hispanic American or a foreign na- 
tional. The 17 culturally homogeneous groups involved in this study con- 
sisted of 81 white Americans. The 19 culturally diverse groups were com- 
posed of 92 subjects in all. 

The groups were formed with a two-step process. The first step involved 
creating four separate pools: white Americans, black Americans, Hispanic 
Americans, and foreign nationals. In the second step, we randomly assigned 
individuals, one from each pool, into work groups until the smallest pool 
(black Americans) was exhausted. At that point, we randomly assigned the 
remaining white Americans into culturally homogeneous groups, and the 
remaining Hispanic Americans and foreign nationals were randomly as- 
signed as fifth members of the culturally diverse groups. 

The demographic characteristics other than ethnicity and nationality of 
the members of the culturally homogeneous and the culturally diverse 
groups were similar. No significant differences were found between the 
members of the diverse and homogeneous types of group in terms of age 
(F,44 = 1.06, p > .31), gender (x^, = .30, p > .9), years of work experience 
(F134 = -60, p > .46), and educational achievement as measured by cumu- 
lative grade point average (F; 34 = .50, p > .80). 


Tasks 


Data were gathered on four group tasks performed at approximately 
one-month intervals. The number of weeks into the semester for each task 
was as follows: time 1, 5; time 2, 9; time 3, 13; and time 4, 17. Each task 
consisted of completing a structured analysis of a case study that described 
situations prevalent in "real-life" companies (Robbins, 1988). The groups 
had one hour to complete each task. All subjects received the same set of 
written instructions. The instructions contained directions for completing 
the case analysis and an explanation of the grading criteria that would be 
used in evaluating the case analysis. The groups were required (1) to exam- 
ine the situation described in the case from a variety of perspectives, (2) to 
identify the problems that had a bearing on the situation described in the 
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case, (3) to generate a list of alternatives that might be employed to deal with 
the problems that they had identified, and (4) to select what they believed 
was the most effective of the alternatives and provide a justification for their 
recommendation. Subjects were also informed that every member of a given 
group would receive the same grade for each case analysis— the grade given 
to the group. In addition, the grades on the four cases constituted 25 percent 
of the course grade, making the task critical for success in the course. 


Measures of Performance 


To ensure objective evaluation of performance, we took three specific 
steps. First, evaluation of the case analyses was based on four predetermined 
task criteria. These were (1) the range of perspectives shown in evaluating 
the situation, (2) the number of potential or existing problems identified 
(problem identification), (3) generation of multiple alternatives (alternatives 
generated), and (4) the quality of the recommended solution (quality of 
solutions). Overall performance on the task was the average of the ratings on 
the four criteria. 

Second, to minimize rating errors, the analyses submitted by each group 
were independently evaluated by each of the three instructors, each of 
whom had a doctoral degree in management and considerable corporate and 
academic experience. Evaluations were made following the completion of 
each task. The three evaluators were aware that the case analyses were for a 
culturally oriented group problem-solving study but were not knowledge- 
able about the study's goals or hypotheses. The evaluation process was blind 
because we removed cover sheets containing the names of group members 
and substituted code numbers. Differences in the evaluations of the three 
evaluators were minimal, as the high interevaluator reliability (between .87 
and .93) makes evident. We handled these minor differences in evaluation 
by averaging the ratings of the three evaluators. Finally, to ensure a common 
frame of reference, evaluators were asked to express their performance eval- 
uations on a five-point scale ranging from 1, ''very poor performance," to 5, 
"very superior performance." The middle points of the evaluation scale 
were labeled “poor,” ''average," and “good.” 


Measurement of Group Interaction Process 


In this study, group process was measured using a revised version of 
Watson and Michaelsen's (1988) Group Style Description. We chose this 
instrument over other measures of group process because it specifically de- 
scribes the interaction behaviors taking place during decision making and 
problem solving. The instrument has demonstrated sensitivity in predicting 
high and low group performance over time (Watson & Michaelsen, 1988). 
For this study, we made minor revisions in the Group Style Description. The 
adapted instrument consisted of 23 items. Items deleted from the original 
instrument were considered to be redundant or not descriptive of distinct 
interaction activities. For this study, the reliability measures (Cronbach al- 
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phas) of the 23-item instrument for the four task periods were as follows: 
time 1, .78; time 2, .76; time 3, .72; and time 4, .79. 

Measures of group process were obtained from the group members im- 
mediately after the completion of each of the four case analyses. We assured 
the students that their individual responses were completely confidential 
and that the reports of their group interaction would have no effect on the 
grades they would receive for their group work. Group members were asked 
to complete the group process instrument from the perspective of their ob- 
servations in their groups for the period during which they had performed 
the task. Responses given by the members of each group were averaged to 
produce the process measure for each group. 


Process and Performance Feedback 


After the completion of each assignment, an instructor met with each 
group and verbally gave members two kinds of feedback. One was a sum- 
mary of the most salient strengths and weaknesses of their group processes 
based on members' most recent responses on the Group Style Instrument. 
The other was qualitative feedback on their written case analysis: the in- 
structor discussed the group's strengths and weaknesses with respect to each 
of the four analysis dimensions that were subsequently used as performance 
criteria in the current study. Groups were not, however, given specific quan- 
titative feedback about their performance or the grade they would eventually 
receive until all four tasks had been completed. Further, because the primary 
purpose of these meetings was to enable the groups to learn from their 
experience so that they could improve their performance on subsequent 
tasks, the students were given class time and instructed to discuss what 
steps they could take to make their groups more effective. 


RESULTS 


We analyzed data by conducting univariate F-tests to compare the group 
process and performance of the culturally diverse groups and culturally 
homogeneous groups at each of the four times. Table 1 shows the relation- 
ship of the group process and task performance measures. We did not con- 
duct a repeated-measures analysis of variance since the homogeneity of vari- 
ance between cultural groups could not be assessed for either the process 
scores (Bartlett’s F;,,4 = 13.83, p < .001) or the overall performance scores 
(Bartlett’s F1,143 = 20.21, p < .001). We performed the homogeneity-of- 
variance test on the combined scores of all the groups from all four time 
periods. Also, the observations may themselves be correlated, resulting in a 
too-liberal test (Latour & Miniard, 1983). Table 2 summarizes the results of 
univariate F-tests. We used Duncan's multiple range tests to determine 
which pairs of means within groups and across times were significantly 
different (Table 3). 


Group Process 


For the first three task periods, analyses showed the homogeneous 
groups reporting significantly more effective processes than the diverse 
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TABLE 1 
Pearson Correlations of Measures for Culturally Diverse and 
Homogeneous Groups*^ 





Variables 1 2 3 4 5 8 
1. Range of perspectives .53 52 36 .79 BA 
2. Problem identification .34 .52 20 .76 24 
3. Alternatives generated A8 .35 .49 .83 .60 
4. Quality of solutions KE .46 .28 .69 ER 
5. Overall performance Dë .76 72 67 Kéi 
6. Group process .39 .69 43 55 74 


* Numbers on the lower diagonal are for the culturally homogeneous groups (N = 17); 
numbers on the upper diagonal are for the culturally diverse groups (N = 19). 
^ Correlations of .32 and above are significant at <.001; correlations of .27 and above are 


significant at <.01. 


groups (Table 2}, but the two types of group reported equally effective group 
processes by time 4. Within each cultural group type, the Duncan’s multiple 
range tests (Table 3) showed that the significant increases in group process 
occurred between times 1 and 2 and times 2 and 3. 


Group Performance 


According to the time 1 univariate F-tests (Table 2), the homogeneous 
groups scored significantly higher than the diverse groups on all perfor- 
mance measures. At time 2, the homogeneous groups scored significantly 
higher than the diverse groups on problem identification, quality of solu- 
tions, and overall performance. At time 3, the homogeneous groups scored 
significantly higher than the diverse groups on quality of solutions, and the 

diverse groups scored significantly higher on range of perspectives and al- 
ternatives generated. Overall performance was the same for both types of 
group. At time 4, the diverse groups scored significantly higher on range of 
perspectives and alternatives generated. Overall performance for both 
groups at time 4 was the same. Duncan's multiple range tests showed that 
from time 1 to time 2 and from time 2 to time 3, the greatest changes in group 
performance measured by the task criteria and overall performance scores 
within both group types occurred. There were no significant within-group 
performance changes between times 3 and 4. 


; DISCUSSION 
Group Process and Performance in Newly Formed Groups 


The homogeneous groups reported more process effectiveness than the 
heterogeneous groups during the early task periods. The diverse groups re- 
ported, for example, more difficulty in agreeing on what was important and 
in working together, and they more frequently had members who tried to be 
too controlling, which hindered member contributions. The result was lower 
total task performance for the culturally diverse groups over the first nine 
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` TABLE 3 
Results of Duncan’s Multiple Range Test* 

Variables Time 1- Times 2 Time 2—Time 3 Time 3—Time 4 
Group process : 

Homogeneous .05 .05 n.8. 

Diverse n.8. .05 n.8. 
Range of perspectives 

Homogeneous n.8. n.3. DS, 

Diverse .05 .05 n.8. 
Problem identification 

Homogeneous .05 05 n.8. 

Diverse .05 .08 n.8. 
Alternatives generated 

Homogeneous n.8. n.8. n.s. 

Diverse .05 .05 DS. 
Quality of solutions 

Homogeneous .05 .05 n.8. 

Diverse n.8. .05 n.s. 
Overall performance 

Homogeneous .05 .05 n.8. 

Diverse .05 05 n.s. 


* Significance levels indicate within-group differences. 


weeks of the study (times 1 and 2). However, at nine weeks (time 2), the 
diverse and homogeneous groups performed about the same on the task 
elements of range of perspectives and alternatives generated. These were 
indications that the diverse groups were beginning to improve at generating 
ideas, but the homogeneous groups remained superior in overall task per- 
formance. Thus, a high degree of cultural diversity did appear to constrain 
process and performance among group members in newly formed groups. 
Comparison of the findings of earlier studies on group composition and 
group problem solving and our findings suggests one area for future re- 
search. For the most part, heterogeneous groups—the vast majority of which 
were short-term groups in previous research—have been found to outper- 
form homogeneous groups on complex problem-solving tasks (e.g., Shaw, 
1983), even though they experienced some process difficulties (Steiner, 
1972). In previous findings, the differing viewpoints resulting from group 
heterogeneity have seemed to stimulate productive discussions; this was the 
case for Ruhe's (1978) mixed gender groups and for groups whose members 
differed in personality profiles studied by Hoffman (1959) and Hoffman and 
Maier (1961). However, we found just the opposite. Heterogeneity based on 
cultural diversity was a detriment to newly formed groups. The disruption 
caused by having to cope with a high degree of cultural diversity clearly 
outweighed the potential benefits for the first two task periods. It would 
seem to be unwise to expect newly formed groups with a substantial degree 
, of cultural diversity to be able to solve problems very effectively. 
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Group Process and Performance in Longer-Term Groups 


Group process improved for both cultural group types over time, with 
the diverse groups reporting results similar to those for the homogeneous 
groups by time 4, 17 weeks from the beginning of the study. Performance 
improved for both types during the course of the study, with overall pe-for- 
mance ratings being equivalent from time 3 (13 weeks) through time 4. The 
improvements in process and performance were more rapid for the cu_tur- 
ally diverse groups. At the conclusion of the study, the diverse groups had 
become more effective on the task elements of identifying problem perspec- 
tives and generating solution alternatives. Overall performance, however, 
remained the same for the two cultural groups. 

Our findings with respect to longer-term groups offer a strong rationale 
for continuing longitudinal research in the future. Both the culturally ho- 
mogeneous and the culturally diverse groups experienced process and per- 
formance improvements during the course of the study. These findings are 
even more compelling when they are considered in conjunction with a re- 
cent study by Watson and colleagues (1991). Even though both the tasks and 
the performance measures in that study were very different from those in the 
present study (cf. Michaelsen, Fink, & Watson, in press; Michaelsen, Wat- 
son, & Schroeder, 1985), and levels of diversity were not identified, >oth 
studies provide clear evidence that the performance characteristics of newly 
formed groups are unquestionably different from those of longer-term 
groups. We strongly suggest that future studies examine group problem solv- 
ing over time to realistically add to understanding of groups in workplace 
settings. 

One question to solve with future work is this: As culturally diverse 
groups continue developing their process effectiveness, will their task per- 
formance become superior to that of homogeneous groups? An important 
implication of our findings is that the limitations of cultural diversity that 
affect solving complex problems can be overcome. Over several weeks the 
diverse groups became as proficient in process and total task performance as 
the homogeneous groups. Although cultural diversity in the U.S. work force 
has sometimes been viewed as a dark cloud, our results suggest that it has a 
silver lining. An important implication for managing culturally diverse 
groups would be to have them engage in activities through which they ex- 
amine their own group processes and performance on an ongoing basis. In 
our case, the initial process problems were largely resolved by (1) regu. arly 
collecting data on group process, (2) regularly providing group members 
with an assessment of their group's process and performance, and (3] en- 
couraging and providing time for group members to discuss how things vvere 
going and to decide on a plan of action for increasing their problem-solving 
effectiveness. 


Study Limitations 


Even though the groups in our study existed for a 17-week period, the 
intensity of members' involvement in them was undoubtedly lower than it 
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would be in ongoing groups in a workplace setting. Our results are probably 
more characteristic of the interaction patterns that would occur in project 
groups like quality circles and task forces. Second, although the tasks in our 
study had a great deal in common with many tasks in organizational situa- 
tions—they were broad-based and required the decision makers to break the 
situation into components, consider each component separately, and then 
combine the considerations into an overall decision (Kepner & Tregoe, 1965; 
Plunkett & Hale, 1982)—they nonetheless dealt with what probably seemed 
to be hypothetical problems and were completed. in an academic setting. 
Third, unlike many groups in workplace settings, our groups received both 
process and performance feedback at regular intervals, which may have led 
to their similar performance outcomes and somewhat contaminates our 
knowledge of the results. Providing performance and process information at 
regular intervals may prove to be a feedback procedure that organizations 
should utilize. 

A final limitation is that the questionnaire we used to gather data on 
group process may not have been well suited to collecting data in this par- 
ticular situation. We selected the instrument because it was constructed and 
validated using data from a large number of problem-solving groups whose 
members worked together for an extended period of time (cf. Watson & 
Michaelsen, 1988). During its development, however, no consideration was 
given to the potential impact of cultural diversity on group interaction. As a 
result, there is a possibility that it was insensitive to important behavior 
patterns that are unique to, and may have a profound impact on, the perfor- 
mance of culturally diverse groups. 


Future Directions 


One fundamental concern of previous group research that should carry 
forward in future cultural diversity studies is examination of the impact of 
the type of task on group problem-solving effectiveness. What kinds of tasks 
create the greatest differences in process and performance between cultur- 
ally homogeneous and culturally diverse groups? Also, should different de- 
velopmental activities be designed for work teams that work on one project 
for 12 months and those that work on many projects in a year? The number 
of tasks and the types of tasks groups perform are obviously important. In 
addition, many organizations are promoting the practice of employees par- 
ticipating in multiple teams and using multiple skills. This practice makes 
cultural differences and other diversity issues even more critical. Perhaps 
the process issues that we have identified here can help facilitate group 
training so that better managing group process will accelerate group perfor- 
mance, even on short-term projects. 

A very important issue is the measurement of diversity? Do aspects of 
cultural diversity determine the greatest differences in process and task ef- 
fectiveness, or do other diversity characteristics figure just as prominently? 
Will the different viewpoints implied by people's diversity in race and na- 
tionality mean that, with the appropriate performance and process feedback, 
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group problem-solving performance by culturally diverse groups will exceed 
that of culturally homogeneous groups at some point in time? Our groups 
could have had many other diversity elements affecting their problem solv- 
ing that we did not index. As the limitations of cultural diversity on group 
process and performance diminish, do other diversity elements, such as 
differences in individual style, substantially affect group work? Certainly 
race and nationality differences are significant, but scholars must add to our 
diversity profiles to paint a more complete picture. 
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BOARD COMPOSITION AND CORPORATE FINANCING: 
THE IMPACT OF FINANCIAL INSTITUTION 
REPRESENTATION ON BORROWING 
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MARK S. MIZRUCHI 
University of Michigan 


This study examined the extent to which the presence of representatives 
of financial institutions on firms' boards of directors affected borrowing 
decisions. Through a time-series analysis of 22 large U.S. manufactur- 
ing firms from 1958 through 1983, we found that the types of financial 
institutions represented on firms' boards were associated with the 
amounts and types of financing the firms obtained. 


Researchers have demonstrated that a firm's board composition influ- 
ences such outcomes as R&D expenditures (Baysinger, Kosnik, & Turk, 
1991), CEO compensation (O'Reilly, Main, & Crystal, 1988), *'greenmail" 
payments (Kosnik, 1987, 1990), "golden parachutes" (Cochran, Wood, & 
Jones, 1985; Singh & Harianto, 1989; Wade, O'Reilly, & Chandratat, 1990), 
and the adoption of “poison pills" (Davis, 1991).! The purpose of this study 
was to examine the extent to which a firm's board composition affects its use 
of external financing. Borrowing money is a nearly universal organizational 
activity, yet little is known about its determinants. Our primary concern was 
the effect of financial interlocks on firms' borrowing patterns. We hypothe- 
sized that the presence of representatives of financial institutions on firms' 
boards would affect the amount and the type of funds the firms borrowed. 


We would like to thank this journal's anonymous reviewers for their helpful comments. 
The Russell Sage Foundation and the Howard Foundation supported the first author; a National 
Science Foundation Presidential Young Investigator Award (SES-8858668 and SES-9196148) 
supported the second author. 

1 Greenmail occurs when a firm purchases its own stock at a premium from an investor it 
fears will otherwise seek to acquire it or oust its present management; a golden parachute is a 
provision in an employment contract of the top executive to assure him or her a lucrative 
financial payoff if the firm is acquired in a takeover (Hirsch, 1986); and poison pills involve the 
issue of securities by a board of directors in order to make a hostile takeover more difficult by 
dramatically increasing the potential cost a hostile acquirer would have to pay (Davis, 1991). 
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THEORETICAL ISSUES AND HYPOTHESES 
Financially Interlocking Directorates and Cooptation 


Resource dependence theorists (Pfeffer & Salancik, 1978) view corporate 
financial interlocks as mechanisms by which corporate managers coopt 
sources of environmental uncertainty (Burt, 1983). Most research studying 
financial interlocks has examined the extent to which a firm's capital de- 
pendence is associated with the presence of a representative of a financial 
institution on its board. Studies focusing on short-term solvency have con- 
sistently found a negative association between a firm's liquidity position and 
the presence of a financial interlock (Lang & Lockhart, 1990; Mizruchi & 
Stearns, 1988; Pennings, 1980), and studies focusing on levels of debt have 
also found a negative association between a firm's overall indebtedness and 
the presence of a financial representative on its board (Allen, 1974; Pen- 
nings, 1980). 

Unlike those studies, this study was designed to examine the conse- 
quences of financial interlocks. Our primary question was, What effect does 
' the presence of a representative of a financial institution on a firm's board of 
directors have on the amount and the type of funds the firm borrows? 

Once established, a director interlock provides both a firm and a finan- 
cial institution with an ongoing opportunity to coopt one another. A finan- 
cial institution seeking new business may accept a position on a firm's board 
of directors. Once on the firm's board, the financial institution's represen- 
tative can use the board position to solicit business from the firm as it sees 
fit. Similarly, a firm may decide to establish a relationship with a financial 
institution to facilitate access to a particular type of external funding. For 
example, if management decides on a strategy that involves the use of long- 
term public financing, the firm may invite a representative of an investment 
bank onto its board. Once the investment banker is on the board, the firm 
hopes to use the board appointment to gain access to the investment bank's 
services whenever it is in the market for long-term public financing. Baker 
(1990) found that 57 percent of the firms in his sample did business with the 
investment banks represented on their boards. Thus, we expected a firm's 
borrowing pattern to reflect the financial affiliations of its board members as 
a result of the process of mutual cooptation. 

Three types of financial institutions— commercial banks, life insurance 
companies, and investment banks— handle the vast majority of large corpo- 
rations' financial business. Since different types of financial institutions 
specialize in different forms of financing,? we expected the following rela- 
tions to exist between the type of borrowing and the type of financial insti- 
tution represented on a board: 


? Although the 1980s brought some deregulation of the financial industry and the rise of the 
"financial supermarket," there was a clear division of labor among financial institutions for 
most of the period under study (1956 through 1983). 
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Short-term borrowing. Money market commercial banks are the pri- 
mary suppliers of short-term loans for the largest firms.? Therefore, we ex- 
pected the presence of a money market banker on a board to increase the 
amount of a firm's short-term borrowing. Because investment banks and life 
insurance companies specialize in long-term lending, we expected to find a 
negative association between the presence of an investment banker or a life 
insurance executive on a board and the firm's amount of short-term financ- 
ing. i 

Hypothesis 1a: Short-term borrowing will be positively 
associated with the presence of a money market banker 
on a firm’s board and negatively related to the presence of 
an investment banker or a life insurance executive. 


Long-term public bonds. Long-term public bonds are underwritten by 
an investment bank or a syndicate of investment banks. Money market com- 
mercial banks are also involved. A commercial bank is commissioned to 
process interest payments and to act as an issue’s trustee until the bond is 
retired: the bank represents the bondholders and monitors the firm's com- 
pliance with restrictive covenants. Therefore, we expected the presence of 
an investment banker or a money market banker on a board to be positively 
associated with the amount of long-term public bonds a firm issues. Since 
insurance companies benefit more directly from private than from public 
bonds, we expected to observe a negative relation between the presence of an 
insurance executive on a board and the firm's amount of public bonds. 


Hypothesis 1b: Long-term public bonds will be positively 
associated with the presence of either an investment 
banker or a money market banker on a firm's board and 
negatively related to the presence of a life insurance ex- 
ecutive. 


Long-term private debt. Life insurance companies are the primary sup- 
pliers of long-term private financing. Therefore, we expected the presence of 
a life insurance executive on a board to increase the amount of the firm's 
long-term private borrowing. Although investment bankers are at times in- 
volved in negotiating private placement loans, this form of long-term financ- 
ing is less lucrative for investment banks than underwriting long-term public 
bonds. As a result, we made no prediction regarding the relation between the 
presence of an investment banker on a board and the amount of long-term 
private funds borrowed. Since money market banks specialize in short-term 
funds, we expected to observe a negative association between their presence 
and the amount of long-term private financing a firm obtains. 


? Commercial banks vary in their power. The most powerful are money market banks, about 
20 giant banks located in financial centers such as New York, Chicago, and Los Angeles. Their 
power is reflected in their disproportionate influence on the cost of loans, their partial control 
over the money supply, their correspondent relations with thousands of other banks, and their 
access to huge pools of international funds. 
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Hypothesis 1c: Long-term private borrowing will be posi- 
tively associated with the presence of a life insurance 
executive on a firm’s board and negatively related to the 
presence of a money market banker. 


Financially Interlocking Directorates and Governance 


Financial hegemony (Mintz & Schwartz, 1985), transaction cost 
(Williamson, 1988), and agency (Eisenhardt, 1989) theorists all view inter- 
locks as a form of governance structure. Looser than hierarchies but more 
stable than markets (Williamson, 1975), interlocks are relatively easy and 
inexpensive to implement and offer firms several advantages. First, an es- 
tablished interlock provides for information to be exchanged. As a board 
member, a financial executive has access to a firm’s internal performance 
data, is apprised of important investment and operating proposals before 
they are implemented, and, if necessary, can request an audit. Second, an 
interlock provides one firm regular input into the other firm’s decision- 
making apparatus. The board member’s vote provides the financial execu- 
tive the occasion and the authority to take part in the formulation of the 
company’s strategy. 

Finally, by having a representative on a firm’s board of directors, a 
financial institution can curb managerial opportunism because the firm’s 
managers realize they cannot successfully deceive the financial institution. 
Although in some cases top management can hide financial information 
from outside directors, in general a board’s legal authority and: presence 
deter opportunism. 

` Other things being equal, financial institutions should be more willing 
to lend to firms with representatives of financial institutions on their boards. 
Therefore, as in the case of cooptation, we expected that the type and amount 
of financing a firm employs would be positively associated with the pres- 
ence of an appropriate financial representative. 

When a firm is heavily indebted, however, the presence of a financial 
representative may have the opposite effect. Agency theorists argue that 
highly leveraged firms have an economic incentive to borrow funds and 
engage in risky activities that promise very high payoffs. If a project is suc- 
cessful, the firm's management and shareholders capture most of the gains. 
If it turns out poorly, the creditors bear most of the costs (Jensen & Meckling, 
1976). Agency theorists also argue that debt serves to discipline managers 
by forcing them to pay out future cash flows rather than invest in low- 
return projects (Jensen, 1986). But here too, it is the firm's shareholders, not 
its lenders, who benefit from the higher level of debt. For financial institu- 
tions, the only thing a higher level of debt translates into is a higher level 
of risk. Highly leveraged firms have a greater probability of going bank- 
rupt, placing the financial institutions' investment at risk. Therefore, 
although we expected a firm's debt ratio and the presence of a financial 
representative to be positively correlated with the amount of capital bor- 
rowed, we expected the interaction of the two variables to be negative. In an 
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attempt to limit managerial opportunism and lower the risk to lenders, fi- 
nancial institution representatives will restrict further borrowing by highly 
leveraged firms. 


Hypothesis 2: The higher a firm's debt ratio, the less it 
will borrow the type of funds offered by a financial insti- 
tution whose representative is on its board. 


METHODS 
Control Variables 


The following variables may affect the direct relation between our de- 
pendent and independent variables. As a result, we have included them in 
our model as controls. 

Debt ratio. The debt ratio is a measure of a firm's debt burden. It 
is calculated by dividing total firm debt by total assets. Although our sub- 
stantive use of the debt ratio concerned its interaction with financial repre- 
sentation, it was also necessary to control for the debt ratio because a 
firm's current external financing may depend on how indebted it already is. 
In a recent study, Mizruchi and Stearns (1991) found that firms with already 
high debt ratios were more likely to borrow than were firms with low debt 
ratios. 

Internal funds. External financing involves governance costs (Wi liam- 
son, 1988). Creditors often stipulate terms that restrict executives’ flexibility. 
As a result, top managers averse to having their discretion constrained prefer 
to use their internal funds (Barton & Gordon, 1987). 

Business cycle. Corporations generally borrow more during the expan- 
sion phase of the national business cycle, when investment prospects are the 
brightest and they can achieve the greatest returns on their investments. 
Stearns (1986), however, showed that the severity of the 1974—75 and 1978— 
80 recessions caused corporations to continue to borrow long-term funds to 
meet payoff schedules on their short-term debt and to provide the working 
capital necessary to remain afloat. Therefore, we expected short-term bor- 
rowing to be positively related to the expansion phase of the business cycle, 
but we made no prediction regarding the effect of the business cycle on 
long-term financing, both private and public. 

Alternative financing. One type of long-term financing can be substi- 
tuted for another. In addition, corporations generally do not finance large 
amounts of short-term funds in the same year they secure long-term funds 
(Stearns, 1986), probably because short-term amounts are consolidated into 
the long-term debt. Therefore, we expected to observe a negative relation 
among all three types of borrowing. 

Industry. Capital requirements differ across industries in the amounts 
needed for inventory, plant expenditures, and research and development 
(Gupta, 1969). Williamson (1988) argued that the type of financing a firm 
secures varies with the assets being financed. 
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Data 


Our data consist of information about 22 major (Fortune 500) U.S. in- 
dustrial corporations between 1956 and 1983. For each of 11 manufacturing 
industries identified by unique two-digit Standard Industrial Classification 
(SIC) codes, we chose one of the largest and one of the smallest firms within 
the Fortune ‘500 whose primary activities took place in that industry. We 
used Fortune's classification of firms' areas of primary production. Because 
firms had to be in the Fortune 500 at the beginning and end of the period 
encompassed by our study, in some industries, such as electronic equip- 
ment, both firms chosen were among the largest in the Fortune 500. The 22 
firms were American Motors, Beatrice, Colgate-Palmolive, Crown Central 
Petroleum, Dayco, DuPont, Exxon, General Motors, General Tire, Grumman, 
Interlake Iron, IBM, ITT, Johnson & Johnson, Koppers, NCR, Procter & Gam- 
ble, Sterling Drug, U.S. Steel, United Technologies, Westinghouse, and W.K. 
Wrigley.* 

The data were originally collected for a study of the determinants of 
board composition. We chose firms on the basis of primary industry in order 
to observe a wide range of manufacturing firms. Our findings in two pub- 
lished studies based on these data (Mizruchi & Stearns, 1988; Stearns & 
Mizruchi, 1986) replicated several well-established findings in the litera- 
ture, leading us to believe that our conclusions apply to a larger population. 
Nevertheless, because the firms studied were narrowly selected, a certain 
level of caution is required in generalizing from these data to the population, 
of all large U.S. corporations. We view this study as a preliminary exami- 
nation of an issue that has received little attention, and we encourage and 
welcome attempts at replication on larger samples." Our primary data 
sources were Moody's Industrial Manual, for data on directors and finances; 
Standard and Poor's Directory of Executives, for information about the prin- 
cipal affiliations of outside directors; and the U.S. Bureau of Economic Anal- 
ysis Business Conditions Digest, for data on business cycles. 


Variables 


Our dependent variables were the levels of firms' short-term borrowing, 
long-term public bonds, and long-term private debt. Short-term borrowing 
was measured as current liabilities, or debt due in one year. We used current 
liabilities rather than bank notes because the former provided the only con- 
sistent data for short-term debt between firms and within firms across time. 
Because current liabilities include bank notes, commercial paper, bond and 
tax anticipation notes, warrants, and trade debt, its use as a variable provides 
a more conservative estimate of the hypothesized effects. We controlled for 
corporate size by dividing the amount of current liabilities by total assets. 


*'The names given were those used by the firms in 1984. 
5 Keats and Hitt (1988: 577—578) discuss the use of two-digit industries and generalizabil- 
ity. 
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Long-term public bonds are listed separately in Moody's; the informa- 
tion given includes the date of a bond's issue and its amount. To calculate 
the amount of long-term private debt incurred in a given year, say, 1956, we 
subtracted the amount of long-term debt outstanding in 1955 and any new 
public bond issues in 1956 from the amount of long-term debt outstandiag in 
1956. We controlled for corporate size by dividing the amount of long-term 
public bonds and long-term private debt by total assets. 

Because our dependent variables were standardized in terms of total 
assets and because the assets consisted in part of debt, our dependent vari- 
ables have a built-in range of values between 0 and 1. To prevent out-of- 
range predicted values, we transformed our dependent variables to “Icgits” 
(Demsetz & Lehn, 1985). These were computed by the following formula: 
L = log,{(d/a)/[1 — (d/a)] + 1) where L equals the logit, d equals the level of 
debt, and a equals the level of assets. We added the constant 1 to the pre- 
logarithmic value because it is impossible to take the logarithm of zero. 

Dummy variables were created for the three types of financial repr2sen- 
tatives of interest: money market bankers, investment bankers, and lite in- 
surance executives. Representation on a firm's board was determined by 
tracing outside directors' principal affiliations. This variable was coded yes 
if a financial institution was represented. on a board in either the year bor- 
rowing took place or the preceding year.? 

Phase of the business cycle (0 for contraction and 1 for expansion) was 
coded on the basis of assessments by the National Bureau of Ecoromic 
Research in the 1988 Business Conditions Digest. Finally, we craated 
dummy variables for 10 of the 11 industries represented in our data sei. The 
industries were food, chemicals, petroleum refining, rubber, metal marufac- 
turing, electronic equipment, motor vehicles, aerospace, pharmaceuticals, 
soaps and cosmetics, and office equipment. 

Available internal funds was measured as retained earnings, the amount 
of internal funds left after a corporation has paid its debts and stock divi- 
dends for the year. We controlled for corporate size by dividing retained 
earnings by total assets. A firm's debt ratio was defined as its long-term debt 
plus current liabilities, divided by total assets. Because its numerator for the 
current year is a component of the dependent variables, the debt ratio was 
measured with a one-year lag. The remaining variables were measurec con- 
temporaneously. 


Estimation Procedure 


Our design was a pooled cross-sectional time series of a type commonly 
found in econometric analyses. In such models, the unit of analysis is the 
company-year. With 22 firms and 28 time points, our data set contairs 616 


D We examined the proportion of outside directors on a firm's board as well as whether the 
firm was owner- or management-controlled. Both variables were associated with our dependent 
variables; however, neither affected the coefficients of our substantive variables. 


610 Academy of Management Journal June 


observations. Because, we observed the same units several times, however, 
the observations are not statistically independent. There are three potential 
sources of bias in analyses of this type: serial and contemporaneous corre- 
lation of the residuals, and “‘heteroskedasticity.” The possibility of these 
biases suggests the need for a generalized-least-squares (GLS) approach 
(Maddala, 1977). The approach best suited to our data was a modified GLS 
estimation technique discussed by Parks (1967). This model is based on the 
assumption that there is a first-order autoregressive process, in which the 
correlations of the within-company error terms are likely to be highest in 
one-year intervals and smaller as the time between the observations in- 
creases. This assumption is particularly useful when relatively long time 
periods are examined. The Parks model also corrects for heteroskedasticity 
and contemporaneous correlation of the residuals. Computation was done 
using the SAS routine TSCSREG (SAS Institute Inc., 1983). 


RESULTS 


Table 1 presents the means, standard deviations, and correlations 
among the variables in the analyses. The industry dummy variables are 
excluded to conserve space. Few correlations involving those variables 
reached even the .3 level, and most were much lower. Tables 2, 3, and 4 
contain the modified GLS regression equations for the three types of corpo- 
rate borrowing. As the correlation matrix shows, debt ratio stands out as a 
potential source of multicollinearity. Debt ratio is strongly inversely corre- 
lated with retained earnings (r = —.77), so the presence of both variables in 
an equation raises the potential for distorted estimates. To ensure that the 
simultaneous inclusion of these highly correlated variables did not distort 
our findings, we present equations with and without the debt ratio. Each 
table contains three equations: model 1 includes the control variables plus 
all independent variables except debt ratio, model 2 adds debt ratio, and 
model 3 adds the interaction of financial representation and debt ratio as 
described in Hypothesis 2. 

Table 2 gives results of our examination of the determinants of short- 
term borrowing. As the results of model 1 show, the presence of a money 
market banker on a board was, as expected, positively associated with a 
firm’s short-term borrowing. In model 2, when debt ratio was controlled, the 
presence of an investment banker was also positively associated with short- 
term borrowing, contrary to our prediction. In model 3, the interaction be- 
tween debt ratio and the presence of a money market banker on a board was, 
as hypothesized, negative. 

Table 3 gives results of our examination of the determinants of corporate 
long-term public bonds. The model 1 results are as predicted: the presence 
of either an investment or a money market banker on a board was positively 
associated with the level of a firm’s long-term public bonds, and the pres- 
ence of an insurance company executive was negatively associated with 
long-term public bonds. These effects remain the same when debt ratio is 
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TABLE 2 
Modified GLS Estimates of Determinants of Corporate 
Short-term Borrowing 








Model 1 Model 2 Model 3 
Independent Varíables b 8.8. b 5.8. b 8.8. 
Board composition 
Presence of money . 
market banker .007 .004* .006 .004t .057 .008*** 
Presence of investment 
banker — 002 .002 .009 .002*** .007 .002*** 
Presence of insurance 
executive .001 .004 .001 .004 .002 .004 
Debt ratio X money 1 
market banker —.127 .021*** 
Control variables 
Debt ratio .220 .020*** .268 .022*** 
Internal funds —.103 .013***  —.079 .014***  —.072 .015*** 
Expansion cycle .002 .001t .002 .002 .002 .002 
Industry 
Motor vehicles .108 .048** 130 .024*** 118 .023*** 
Office equipment — 004 .030 —.007 .012 —.009 .012 
Chemicals —.134 .027*** — —.097 .010***  —,098 (11*5** 
Electronic equipment ` —.006 .028 .003 .010 —.011 .012 
Aerospace .139 .035*** .130 .021*** 137 .021*** 
Food —.093 .045** —.033 .011***  —.031 .012** 
Soaps and cosmetics — —.024 .033 .024 .021 —.027 .023 
Rubber —.015 .032 —.021 .016t —.030 .017* 
Metal manufacturing —.114 .023***  —.090 .007***  —.092 .008*** 
Pharmaceuticals —.089 .028***  —.047 .010***  —.042 011*** 
Alternative financing 
Short-term funds 
Long-term public —.208 .027***  —,176 .029***  —.182 .028*** 
Long-term private —.180 .018***  —,148 .018***  —.145 .018*** 
Constant .353 .027*** .238 .015*** .222 .016*** 
df 598 597 596 


t p < .10, one-tailed Get 

* p « .05, one-tailed test 

** p < .01, one-tailed test 
*** p « .001, one-tailed test 


added (model 2). When the interaction between debt ratio and the presence 
of an investment banker on a board is added (model 3), the presence of an 
investment banker becomes negatively associated with long-term debt, and 
the interaction term has a positive association. Although neither effect is 
significant, their directions are contrary to our hypotheses. 

Table 4 gives results of our examination of the determinants of corporate 
long-term private debt. Tbe model 1 results are again as expected: the pres- 
ence of an insurance executive was positively associated with the extent of 
long-term private debt, and the presence of an investment banker or a money 
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TABLE 3 
Modified GLS Estimates of Determinants of Corporate Long-term 
Public Borrowing 
Model 1 Model 2 Model 3 
Independent Variables b 8.8. b 8.6. b 8.8. 
Board composition 
Presence of money 
market banker .008 .001*** .007 .001*** .007 .Co1*** 
Presence of investment 
banker .001 .000* ** .001 .000***  —.000 .C00 
Presence of insurance à 
executive — .003 .000***  —.003 .000*** — —.003 .C00*** 
Debt ratio x 
investment banker .002 .C02 
Control variables : 
Debt ratio —.011 .001***  —.013 .C02* ** 
Internal funds —.015 .001***  —.022 .001***  —.021 .C01*** 
Expansion cycle —.001 .000***  —.001 .000***  —.001 .C00*** 
Industry 
Motor vehicles — .006 .001***  —.007 .001***  —.007 .001*** 
Office equipment .001 .003 .001 .003 .001 .003 
Chemicals .004 .002t .004 .002* .002 .002 ` 
Electronic equipment —.008 .001***  —.009 .001***  —.009 .801*** 
Aerospace .005 .002** .005 .002** .005 .802** 
Food .001 .001 .000 .001 —.000 .801 
Soaps and cosmetics .007 .003** .007 .003** .006 .803* 
Rubber .007 .004* .008 .004* .008 .£03** 
Metal manufacturing .004 .003t .002 .003 .003 .003 
Pharmaceuticals — .003 .001***  —.005 .001***  —.004 .001*** 
Alternative financing 
Short-term funds —.019 .001***  —.017 .001***  —.015 01*** 
Long-term public 
Long-term private — .041 .002***  —.041 .002***  —.037 .002* ** 
Constant .015 .001*** .022 .001*** .021 .)02* ** 
df 598 597 596 


t+ p < .10, one-tailed test 

* p « .05, one-tailed test 

** p « .01, one-tailed test 
*** p < .001, one-tailed test 


market banker was negatively associated with long-term private debt. These 
effects remain the same when debt ratio (model 2) and the interaction af debt 
ratio and the presence of an insurance company executive (model 3) are 
added. The interaction term, as predicted, is positive, although not s:gnifi- 


cant. 


DISCUSSION AND CONCLUSIONS 


We predicted that the amount of funds borrowed by firms would be 
positively associated with the presence on their boards of representatives of 


614 Academy of Management Journal June 


TABLE 4 
Modified GLS Estimates of Determinants of Corporate Long-term 
Private Borrowing 





Model 1 Model 2 Model 3 
Independent Variables b 8.6. b 8.8. b 8.8. 
Board composition í 

Presence of money 
market banker —.005 .001***  —.005 .001***  —.005 .001*** 

Presence of investment 
banker —.006 .001***  —.005 .001***  —.005 .001*** 

Presence of insurance 
executive .006 .001*** .007 .001*** .006 .003* 

Debt ratio x 
insurance executive .001 .010 

Control variables 7 

Debt ratio .029 .006*** .029 .006*** 

Internal funds — .096 .004***  —.080 .005***  —.079 .005*** 

Expansion cycle —.001 .000***  —.001 .000** —.001 .000** 

Industry 
Motor vehicles — .002 .005 .002 .005 .002 .005 
Office equipment — .005 .005 — .003 .005 —.003 .005 
Chemicals .003 .006 .007 .006 .007 .008t 
Electronic equipment -—.018 .004***  —.014 .004*** —,013 .004* ** 
Aerospace .004 .005 .005 .004 .005 .004 
Food —.004 .005 —.000 .005 —.000 .005 
Soaps and cosmetics .004 .006 .005 .006 .005 .006 
Rubber —.003 .005 —.003 .005 —.003 .005 
Metal manufacturing .002 .005 .001 .005 .001 .005 
Pharmaceuticals —.008 .005 —.003 .005 —.003 .005 

Alternative financing 
Short-term funds —.036 .004*** —.042 .004***  —.042 .004*** 
Long-term public —.111 .020*** —.101 .020***  —.101 .020*** 
Long-term private 

Constant .072 .005*** .054 .005*** .054 .006*** 

df 598 597 596 


t p < .10, one-tailed test 

* p < .05, one-tailed test 

** p « .01, one-tailed test 
*** p « .001, one-tailed test 


the types of financial institution that were the primary suppliers of those 
funds. This prediction was confirmed in all three of our cases. It is worth 
noting that the average current board tenure of the financial institution rep- 
resentatives in our data was 13 years. Such a long time span allows for 
mutual cooptation by the financial institution and the firm. The financial 
institution can use its position on the firm's board to seek out potential 
business, and the firm can use the board appointment to coopt the financial 
institution into providing funds should the firm require them. 
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The results shown in model 1 of Table 2 indicate that the presence of an 
investment banker is negatively related to the use of short-term debt, al- 
though not significantly so. The fact that this effect becomes strongly posi- 
tive when the debt ratio is inserted into the equation (model 2) suggests that 
multicollinearity could be the cause. The correlation between the presence 
of an investment banker and the debt ratio is only .36, however, which is far 
below the point at which collinearity normally becomes a problem. More- 
over, this effect is consistent with the argument that firms use interlocks to 
coopt capital suppliers and avoid resource uncertainty. A corporatior that 
carries high levels of debt and borrows large amounts of short-term funds 
may put an investment banker on its board to insure against future problems. 
Should short-term liquidity become a problem, the investment banker is 
there to help the firm secure the long-term funds it needs to see it through the 
financial crisis.” 

Financial interlocks may also serve as governance structures. The pres- 
ence of a representative of a financial institution on a firm's board increases 
the financial institution's ability to monitor the firm's behavior. Other things 
being equal, financial institutions should be more willing to lend to firms on 
whose boards they have a representative. Thus, the positive associations we 
found between the amount and type of financing a firm has and the presence 
of the appropriate financial representatives provides support for a gover- 
nance argument as well as a cooptation argument. 

Our data do not enable us to establish whether the increase in borrowing 
associated with interlocking is an indicator of cooptation or govermance. 
These two processes often work together, making it difficult to differeatiate 
them (Mizruchi & Stearns, 1988). A firm may be more successful in persuad- 
ing a financial institution to provide it with funds when the financial insti- 
tution has access to inside information on the firm's financial condition and 
knows it can monitor the loan through its position on the firm's board. For 
the same reasons, a financial institution may be more eager to lend to clients 
on whose boards its representatives sit. 

Operating as a governance structure, however, a financial interlock may 
at times be negatively related to the amount a firm borrows. Because highly 
leveraged firms are expected to behave more opportunistically and to be 
more vulnerable to bankruptcy, we hypothesized that the higher a zirm's 
debt ratio, the more likely the presence of financial representatives would be 
negatively associated with borrowing. Only in the case of short-term bor- 
rowing did we find the expected negative effect, however. In that case, the 


7 One reviewer noted that the observed patterns of results by and large are similar for 
commercial and investment bankers. We suggest this similarity occurs because, although com- 
mercial and investment banks provide different products (funds and services), the products are 
interrelated. Indeed, before the Glass-Steagall Act of 1933 forced banks to choose betweea being 
commercial or investment banks, large banks provided all the funds and services now offered 
by the two kinds of financial institution. 
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presence of a money-market banker and a high debt ratio were associated 
with a firm's borrowing lower amounts of short-term funds. In the cases of 
long-term public and private debt, the interaction terms were positive but 
not significant.? 

Because of the number of firms studied and the time frame involved, 
replication will be necessary to confirm these results. Nevertheless, our find- 
ings are consistent with those of recent research suggesting that the compo- 
sition of a firm's board of directors affects the firm's behavior. We have 
shown that a firm's borrowing strategies are associated with the type of 
financial institution represented on its board of directors. We believe that 
this association occurs because once established, a financial interlock pro- 
vides both a firm and a financial institution with an ongoing opportunity to 
coopt one another. In addition, the interlock may increase the firm's access 
to funds by reducing the governance costs involved in the borrowing trans- 
action. Overall, our results suggest firms benefit from financial interlocks. 
What the firm's management loses in autonomy from having the financier on 
the board, it gains in increased access to external funds. 


8 The effects of two of our independent variables, those for the presence of a money market 
banker in model 3 of Table 2 and for the presence of an investment banker in model 3 of Table 
3, changed when the interaction term was included. In the first case, the effect became stronger, 
and in the second case, the effect became weaker. Only in the latter case did the change affect 
our substantive conclusions. 
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This study employed meta-analytic procedures to evaluate the potential 
validity of a model of planned organizational change. Hypotheses de- 
rived from this model focus on the relationships among planned change 
interventions and three classes of organizational variables, assessing 
work settings, individual behavior, and organizational outcomes. The 
aggregated results of 52 evaluations of planned change interventions 
were largely consistent with the hypotheses, providing considerable 
support for the model as a whole. Recommendations are made for fu- 
ture research on organizational change evaluation. 


The inadequate level of theory development in the field of planned 
organizational change has been noted often (e.g., Golembiewski, 1979: Sash- 
kin & Burke, 1987). General theoretical formulations of the dynamics of 
planned change processes—formulations not tied to specific types of inter- 
ventions— remain particularly underdeveloped (Porras & Robertson, 1987). 
In contrast, the quality of empirical research in the field has improved over 
time (Beer & Walton, 1987; Nicholas & Katz, 1985). However, this research 
typically has not been directed toward the evaluation of theories of caange. - 
Hence, relatively little effort has been devoted to the task of empirically 
validating such theoretical models. 

This study examined the potential validity of one model of the dynam- 
ics of planned organizational change (Porras, 1987; Porras & Robertson, 
1992). We assessed the support previous empirical research on planned 
change interventions provided for the model. Specifically, we used meta- 
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analytic techniques (Hunter, Schmidt, & Jackson, 1982) to evaluate a set of 
hypotheses, derived from the model, regarding the dynamics of organiza- 
tional change. Both the model and the meta-analysis focused on planned 
interventions based on behavioral science. 


THEORY AND HYPOTHESES 


Figure 1 depicts the theoretical framework. Developed from a change 
perspective, its assumption is that organizations are contexts within which 
individuals behave. An organizational work setting comprises four major 
interrelated subsystems: organizing arrangements, social factors, technology, 
and physical setting (Porras, 1987; Porras & Robertson, 1992). We define 
these subsystems later in this section. Each subsystem consists of specific 
elements that strongly influence the work behavior of individual organiza- 
tion members. In turn, individual behavior is a primary determinant of two 
categories of organizational outcomes: the level of organizational perfor- 
mance and the level of organization members’ individual development. 
From a research perspective, then, interventions constitute independent 
variables, and work setting changes, individual behavior, and organizational 
outcomes are dependent variables. 

From the standpoint of this madel, interventions can be viewed as the 
activity through which changes in elements of an organizational work set- 
ting are implemented. Since work setting characteristics strongly influence 
individual behavior, interventions should be designed to change organiza- 
tional components that will in turn encourage desired behavior changes. 
Behavior change must be the primary focus of intervention activity since it 
is necessary in order for organizational outcomes to improve. Although we 
recognized that the one-way arrows in Figure 1 simplify reality, we focused 
on the flow of change from the work setting to individual behavior to organ- 
izational outcomes because the model concerns planned change, the ulti- 
mate goal of which is to change organizational outcomes. We also recognized 
that effective planned change may require more than one cycle of collabo- 
tative diagnosis, action, data gathering, data analysis, and rediagnosis. Con- 
sistent with action research (Sussman & Evered, 1978), the evaluation of 
changes taking place throughout a system in behavior and organizational 
outcomes can serve as input into a new round of intervention activity de- 
signed to create additional changes in a work setting. 

We defined the four subsystems of work settings as follows: (1) organiz- 
ing arrangements are formal elements of organizations developed to provide 
the coordination and control necessary for organized activity; examples are 
formal structures and reward systems; (2) social factors are the individual 
and group characteristics of the people in an organization, their patterns and 
processes of interaction, and the organizational culture; (3) technology refers 
to everything directly associated with the transformation of organizational 
inputs into outputs, such as work flow design and job design; (4) physical 
setting is the characteristics of the physical space in which organizational 
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FIGURE 1 
A Theoretical Model of the Dynamics of Planned Organizational Change 
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activity occurred. Porras and Robertson (1992) provided a detailed discus- 
sion of the four subsystems, each of which is composed of a set of specific 
elements that shape and guide the work behavior of organization members. 
If changed, these elements can induce change in member behavior. Thus, 
they comprise a set of ‘‘manipulable variables" (Porras & Robertson, 1987: 
30) that can trigger organizational change. 

The four organizational subsystems are highly interdependent. As a 
result, intervention activity can result in changes both to the element or 
elements of a work setting directly changed by the intervention and to other 
elements of the work setting as well (Nadler, 1981). These additional 
changes can affect variables in the same category as the intervention or those 
in other categories, or both. For example, d technology intervention entailing 
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the redesign of an organization's work flow may result in changes in organ- 
ization members' job designs, an element in the technology subsystem. In 
addition, culture change, an element in the social factors category, may 
occur as an adaptation to the new technology. Theoretically, an intervention 
in any category could cause changes in work setting features in any of the 
four categories. Of course, change in a work setting or in the other dependent 
variable categories can be negative, occurring in a direction opposite to that 
intended, or nonexistent. However, because the use of most interventions is 
based on experience and research, we expected that behavioral science— 
based interventions would tend to lead to positive change across all the work 
setting variables measured. 


Hypothesis 1: Planned organizational change interven- 
tions will generate positive change in work setting variables. 


Since an organization's functioning depends on the actions of its mem- 
bers, the organization can change only when members' behavior changes 
(Goodman & Dean, 1982; Tannenbaum, 1971). Altering the work setting is a 
potent lever for inducing change in member behavior. This notion is rooted 
in social cognitive models of behavior (Bandura, 1986; Porter & Lawler, 
1968), which identify an individual's environment as an important source of 
information about appropriate behaviors. Through processes of perception 
and attribution, individuals form beliefs regarding their organizational en- 
vironment. These beliefs energize, direct, and regulate behavior (Bernstein & 
Burke, 1989). Hence, organizations can be designed to encourage construc- 
tive member behavior (cf. Hackman, 1981; Pierce, Dunbam, & Cummings, 
1984). 

From such a perspective, all effective intervention activity must gener- 
ate change in the way targeted individuals actually behave on the job. Actual 
behavior entails not only the quality of individual performance, which can 
be viewed as a summary measure of work behavior, but also the specific 
tasks and activities individuals engage in as they carry out their role respon- 
sibilities. These can include the decisions they make, the information they 
share, the care with which they do their work, the creativity they bring to 
their activities, and the initiatives they take. Porras and Hoffer (1986) iden- 
tified a set of work behaviors that experts in planned organizational change 
indicated would be a consequence of successful change activity. Examples 
of these behaviors include open communication, collaboration, taking re- 
sponsibility, and so forth. Organizational citizenship and "'prosocial" behav- 
iors (Brief & Motowidlo, 1986; Smith, Organ, & Near, 1983) also fall into this 
category. Among the studies included in this meta-analysis, Luthans, Kem- 
merer, Paul, and Taylor (1987) provided a good example of the measurement 
of specific work behaviors. 

Like change in the other dependent variables in the model, individual 
behavior change is not always easy to achieve. We recognized that individ- 
ual work behavior is driven by factors outside an organization, such as 
personal goals and social networks, as well as by organizational factors. 
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However, since change agents typically have more influence over the organ- 
izational than the external, a model used to guide change efforts should 
focus on what can be most effectively altered —the organizational worx set- 
ting. Our prediction is that as interventions change elements of an organiza- 
tional work setting, new signals are sent to members regarding desirable 
behavior patterns. In response, members will tend to adopt new behaviors to 
meet new expectations and constraints. 


Hypothesis 2: The relationship between the amount of 
positive change in work setting variables and the amount 
of positive change in individual behavior will be positive. 


Behavior change is not the ultimate goal of planned change activity; it is 
a key focus because it mediates the relationship between changes in a work 
setting and both organizational performance and individual development. 
Organizational performance consists of a wide variety of both ecoromic 
outcomes, such as profits, market share, market position, and productivity, 
and human relations outcomes, including rates of turnover, absenteeism, 
and grievances. Indicators of individual development include level o: self- 
actualization, psychological or mental health, level of realization of personal 
abilities, and job satisfaction. 

Individuals can allocate energy among a variety of activities, only some 
of which are productive (Naylor, Pritchard, & Ilgen, 1980). Just as the direc- 
tions in which they channel their effort can contribute to job performance 
(Katerberg & Blau, 1983), the nature of the behaviors organization members 
engage in can have an important influence on organizational perforrrance. 
Assessing that relationship, Hoffer (1986) found significant, positive rela- 
tionships between the frequency with which the set of work behaviors iden- 
tified by Porras and Hoffer (1986) occurred, and objective performance in- 
dicators, including revenue, profit, and market share. 

As for individual development, it has long been argued that people are 
psychologically affected by their involvement in organizations (e.g., Argyris, 
1957; Ouchi & Johnson, 1978). According to this argument, organizational 
characteristics designed to control members’ behavior can generate -ehav- 
ioral reactions such as aggression, withdrawal, apathy, and minimization of 
the amount of work performed (Strauss, 1963). Such behaviors may in turn 
result in anxiety or alienation and limit personal development. In contrast, 
organizational qualities such as decentralization, job enlargement, ani par- 
ticipative management can promote behaviors that result in beneficial ex- 
periences for organization members (e.g., Likert, 1967; McGregor, 1960). 
Especially over the long term, the quality of individuals' work behavior 
strongly influences the level of development they experience througk their 
work. Thus, invoking the same caveats as for the above hypotheses, we 
propose: 


Hypothesis 3: The relationship between the amount of 
positive change in individual behavior and the amount of 
positive change in organizational outcomes will be positive. 
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We used three criteria to decide which studies to include in the meta- 
analysis reported here. First, as is common practice in meta-analyses (Good- 
ing & Wagner, 1985), only publisbed studies were included. Second, only 
evaluations of interventions occurring in ongoing organizational settings 
were included, since previous meta-analyses have demonstrated differences 
between results from field settings and those from other settings (e.g., Miller 
& Monge, 1986; Tubbs, 1986). Third, studies were included only if they 
reported quantitative data on measures of dependent variables that were 
statistically analyzed and tested. 

Studies were obtained primarily from Porras and Berg's (1978) review of 
the literature on organization development evaluation from 1959 to 1975 
and from Porras and Robertson's (1992) review of the evaluation literature 
from 1975 to 1988. We also checked the bibliographies of other recent organ- 
ization development reviews and located six additional studies. A total of 58 
studies met the criteria for inclusion in the analysis. However, 11 of them 
did not provide sufficient statistical information for calculation of effect 
sizes and thus had to be excluded. Of the 47 studies included, 3 reported 
data on two independent samples, and 1 reported data on three independent 
samples. We treated these independent samples as separate studies. Thus, 
the total number of studies analyzed is 52. Table 1 lists the studies. 

The next step was to code the category of intervention used in each 
study. According to the theoretical framework, change efforts could be clas- 
sified as intervening primarily in any of four subsystems. On the basis of the 
description of the change activities provided in the study, each intervention 
was coded as belonging to one of these four categories: organizing arrange- 
ments (e.g., flextime, incentive programs), social factors (e.g., team building), 
technology (e.g., job enrichment-redesign), and physical setting (e.g., change 
to an open office plan). In five cases, the interventions clearly consisted of a 
dual thrust, targeting variables in two of the subsystems, and thus they were 
coded as multifaceted interventions. 

Next, we coded the dependent variables in each study. Each variable 
was coded as belonging to one of the three classes of dependent variables 
described earlier: variables assessing work setting, individual behavior, or 
organizational outcomes. We should note that the level of detail in Figure 1 
is for illustrative purposes; we do not present results separately for the four 
categories of work setting dependent variables, or for the two categories of 
organizational outcomes. 

Three raters, the first two authors and a doctoral student familiar with 
the theoretical framework, were involved in the coding process. After gen- 
erating a list of decision rules, two raters coded the intervention (or inter- 
ventions) and dependent variables of each study. Initial interrater agreement 
was 90 percent for the interventions and 83 percent for the dependent vari- 
ables. Initial disagreements were resolved through discussion among all 
three raters. , 
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TABLE 1 

Studies Analyzed 
Arvey, Dewhirst, & Brown (1978) Luthans, Kemmerer, Paul, & Taylor (1957) 
Bartunek & Keys (1982) Mathieu & Leonard (1987) 
Bhagat & Chassie (1980) Miller & Schuster (1987) 
Bragg & Andrews (1973) : Mitchell (1986) 
Buller & Bell (1986) Morrison & Sturges (1980) 
Cohen & Turney (1978) ` Murphy & Sorenson (1988) 
Cooke & Coughlan (1979) Nadler, Cammann, & Mirvis (1980) 
Culbert (1972) Narayanan & Nath (1984) 
Cummings & Srivastva (1977) Oldham & Brass (1979) 
Eden (1986) Ondrack & Evans (1986) 
Friedlander (1967) Orpen (1879) 
Hackman, Pearce, & Wolfe (1978) Pasmore & King (1978) 
Hautaluoma & Gavin (1975) Pate, Nielsen, & Mowday (1977) 
Head, Molleston, Sorenson, & Gargano (1986) Paul & Gross (1981) 
Hicks & Klimoski (1981) Porras, Hargis, Patterson, Maxfield, Roberts, & 
Hughes, Rosenbach, & Clover (1983} Bies (1982) 
Ivancevich & Lyon (1977) Ralston, Anthony, & Gustafson (1985) 
Jackson (1983) Schuster (1984) 
Jordan (1986) Steel, Mento, Dilla, Ovalle, & Lloyd (1935) 
Keller (1978) Sundstrom, Herbert, & Brown (1982) 
Keys & Bartunek (1979) Szilagyi & Holland (1980) 
Kim & Campagna (1981) Wall, Kemp, Jackson, & Clegg (1986) 
Kimberly & Nielsen (1975) Zalesny & Farace (1987) 
Locke, Sirota, & Wolfson (1976) Zand, Stesle & Zalkind (1969) 


Following procedures described by Hunter and colleagues (1982), we 
calculated an effect size (r) for each dependent variable for which appropri- 
ate data existed. The effect size is a common metric that assesses the amount 
of change occurring in the dependent variables. The 52 studies yielded a 
total of 555 effect sizes. The effect sizes, weighted by sample size, were then 
cumulated across studies. Multiple dependent variables from the same study 
were treated as independent and entered separately into the analysis. 

The variance of the distribution of sample effect sizes was corrected for 
sampling error. Correction for other potential sources of error identifiad by 
Hunter and colleagues (1982) was impossible because the necessary :nfor- 
mation was too frequently absent from the original publications. Finally, we 
computed the 95 percent confidence intervals for the effect size estimates. If 
the confidence interval for a mean effect size does not include .00, it can be 
concluded that the effect size is significantly different from zero. 

The confidence intervals reported were calculated using the corrected 
variance, a procedure commonly used (e.g., Guzzo, Jette, & Katzell, 1985). 
However, since there has recently been controversy concerning the calcula- 
tion of confidence intervals in meta-analysis (Whitener, 1990), we also cal- 
culated intervals using a standard error formula proposed by Whitener 
(1990: 317, equation 3). The Whitener procedure yielded confidence :nter- 
vals that were the same to two decimal places for seven effect sizes and 
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wider by .01 to .04 for nine effect sizes. In only one case was there a differ- 
ence in significance—the effect size for technology interventions— 
individual behavior dependent variables is nonsignificant when the Whit- 
ener formula is used and significantly negative when it is not. 


RESULTS 


Table 2 presents the average effect sizes for the three classes of depen- 
dent variables for all interventions combined. To provide greater detail re- 
garding the impact of different categories of interventions, these three aver- 
age effect sizes are also reported for the five separate intervention categories. 
Looking first at the impact of all interventions on work setting variables, the 
data support the prediction (Hypothesis 1) of positive change, with a signif- 
icant effect size of .10. Effect sizes are also positive for all intervention 
categories except physical setting. 

In Hypothesis 2, we predicted that work setting change would be pos- 
itively associated with individual behavior change. To assess this relation- 
ship, we took the eight studies that measured at least one work setting 
variable and one individual behavior variable. For each study, we calculated 
the average effect size across all individual behavior variables measured. We 
then correlated the work setting variable effect sizes (N — 71) with the 





TABLE 2 
Impact of Interventions on Dependent Variables* 
95 Percent 
Category of Dependent Effect Corrected Confidence 
Intervention Variable Size N K Variance Interval 

Al combined Work setting .10° 29,811 302 .042 .08 .12 
Individual behavior 15° 4,149 29 022 10 20 

Organizational outcomes .09^ 26,477 224 .040 .06 12 
Organizing Work setting" 11° 9,298 110 .020 .08 14 
arrangements Individual behavior 13° 1,859 8 .004 .09 47 
Organizational outcomes 177 12,678 108 .023 14 20 

Social Work setting" .21° 5,036 59 .020 17 .25 
factors Individual behavior . -24° 1,910 12 — 002 .24 24 
Organizational outcomes 12° 3,492 49 075 .04 20 

Technology Work setting? A0 9,507 55 .053 .04 .18 
Individual behavior —.20* 380 9 .079 —.398  —.02 

^ Organizational outcomes | —.03 9,416 54 022 —-.07 01 

Physical Work setting® —.08 3,743 31 038 ~—.13 01 
setting Organizational outcomes? —.09 564 8 062 —.29 41 
Multifaceted Work setting .15^ 1,989 47 .066 .08 23 
Organizational outcomes .33* 327 7 .058 15 51 


* N represents total sample size; K represents the number of effect sizes. 
> No physical setting variables were measured. 

* No organizing arrangements variables were measured. 

4 No organizational performance variables were measured. 

* The 95 percent confidence interval does not include zero. 
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corresponding (from the same study) average individual behavior effect size, 
obtaining a correlation coefficient of .15. This coefficient was in the pre- 
dicted direction but nonsignificant (p — .22). The pattern of results for -hose 
intervention categories measuring both work setting and individual behavior 
variables (organizing arrangements, social factors, and technology) is also 
relevant for this hypothesis. Social factors and organizing arrangements in- 
terventions have significant, positive effects on both work setting and indi- 
vidual behavior, which is consistent with the hypothesis. However, the fact 
that technology interventions have a significant, positive impact on work 
setting variables, but a significant, negative impact on individual behavior 
variables, is inconsistent with the hypothesis. Thus, the overall pattern of 
findings provides mixed support for Hypothesis 2. 

Hypothesis 3 predicts that individual behavior change will be positively 
associated with organizational outcome change. As with Hypothesis 2, we 
tested this hypothesis by identifying the ten studies that measured at least 
one variable of each type. We calculated the average effect size across the 
individual behavior variables within each study and then correlated all or- 
ganizational outcome variables in the ten studies (N — 66) with the corre- 
sponding individual behavior effect size. This produced a significant, pos- 
itive correlation coefficient of .53 (p « .001), thus supporting the hypothesis. 
As with Hypothesis 2, the pattern of results across categories is also relevant. 
Social factors and organizing arrangements interventions both yielded sig- 
nificant, positive change in individual behavior and organizational out- 
comes, which is consistent with Hypothesis 3. As with Hypothesis 2, how- 
ever, the results for technology interventions were not as straightforward, 
with a significant, negative impact on individual behavior and a nonsignif- 
icant impact on organizational outcomes. In sum, the overall pattern of find- 
ings provides considerable support for the hypothesis. 


DISCUSSION 


Overall, the results support the basic viability of this model of planned 
organizational change, and this is the primary contribution of this research. 
Interventions generated positive change in work setting variables, cons:stent 
with Hypothesis 1. There was mixed support for Hypothesis 2, which pre- 
dicts that work setting change and individual behavior change are positively 
related. And, consistent with Hypothesis 3, there was a positive relationship 
between individual behavior change and organizational outcome change. 
Finally, except for technology interventions, the pattern of results among the 
specific intervention categories was consistent with the model. Thus, our 
results suggest that the model is potentially useful for both guiding and 
evaluating planned change efforts. 

Certainly, however, this analysis does not serve as proof of the model's 
validity. Aggregating results across studies is not without its problems. For 
example, although recent research suggests that there is no consistent bas in 
effect sizes as a function of methodological rigor (Roberts & Robertson, 
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1992), it is still true that the results of this meta-analysis are only as valid as 
the original data upon which the meta-analysis is based. Another consider- 
ation is that the evaluations included in our analysis were not explicitly 
designed to assess this model. As a result, very few studies measured vari- 
ables in all three classes of dependent variables comprising the causal links 
in the framework. Hence, the research designs of these evaluations typically 
did not allow a direct test of these relationships. 

Despite these limitations, the meta-analysis suggests that further inves- 
tigation of the model, in research specifically designed to test it, is war- 
ranted. To adequately test the model, organizational change evaluations 
would have to consistently collect data on (1) intervention activity and as- 
sociated changes in an organizational work setting, (2) changes in individual 
work behavior, and (3) changes in organizational outcomes. Furthermore, 
researchers should perform analyses appropriate for assessing causality in 
the relationships between variables in these three categories. 

Individual behavior in particular deserves more frequent and explicit 
attention as a dependent variable in change evaluations. The need to affect 
behavior in the process of planned change has been noted previously (e.g., 
Nadler, Cammann, & Mirvis, 1980), and the present study found a positive 
relationship between individual behavior change and organizational out- 
come change. However, specific work behaviors often are not even men- 
tioned in reports of large-scale change projects. In the studies providing our 
data, 29 individual behavior variables were measured, yet most of these were 
summary measures of job performance rather than specific on-the-job be- 
haviors. We argue that evaluations of planned change should regularly as- 
sess changes in specific work behaviors such as those identified by Porras 
and Hoffer (1986). Two correlational studies have focused on these behav- 
iors (Hoffer, 1986; Robertson, 1990), but they have not yet been assessed in 
the context of a planned organizational change evaluation. Focusing on a 
common set of behaviors would provide a common denominator for re- 
search in the field, thus enhancing comparisons and integration of findings 
across studies. It would also facilitate finer-grained analyses of the relation- 
ships among changes in specific work setting, individual behavior, and or- 
ganizational outcome variables. 

Future research should also address three findings that were inconsis- 
tent with the model. First, we did not find a significant, positive correlation 
between work setting change and individual behavior change. One explana- 
tion is that change in the work setting is a necessary but not sufficient 
condition for individual behavior change. Also, some evaluations in our data 
may not have included a sufficiently long measurement period for behavior 
change to become evident. Thus, it would be useful to include time as a 
variable in future analyses. 

Second, the pattern of findings for technology interventions— positive 
change in the work setting, negative change in individual behavior, and no 
significant change in organizational outcomes—is inconsistent with the 
model. One possible explanation for this inconsistency is that the introduc- 
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tion of new technological features can easily lead to a short-term decrease in 
individual performance as organization members learn or adapt to the new 
requirements of their jobs. Thus, time may again be an important variable. 
Also, further analyses may reveal important differences in the effects of 
specific technology interventions on specific individual behavior and crgan- 
izational outcome variables. 

Third, the results for physical setting interventions provide mixec sup- 
port for the model. On the one hand, no change occurred in the work setting, 
in contrast to predictions. On the other hand, given that there was no work 
setting change, the fact that there was no change in organizational outcomes 
is consistent with the framework. One reason for the lack of change may be 
that practitioners have less experience with physical setting intervertions 
than with the other types of interventions and are thus less skilled in de- 
signing and implementing the former. The fact that the impacts of these 
interventions are assessed by a relatively small number of effect sizes is 
consistent with this explanation. Future analyses of specific physical setting 
interventions and associated changes would be helpful as well. 

Research of this nature would enable clarification, elaboration, and re- 
vision of the theoretical framework as such refinements were support2d by 
empirical analysis. For example, if results suggest that there are key differ- 
ences between short-term and long-term effects, the model should be mod- 
ified to explicitly include this distinction. Similarly, analyses of spacific 
interventions and associated changes would allow the model to become 
richer and more useful for planning change. Further research specifically 
designed to test the model may also suggest additional refinements. In this 
way, rigorous evaluations of planned change could contribute significantly 
to the development of change process theory. Development of such (Georg, 
which describes the underlying dynamics through which organizational 
change occurs, is the most important theoretical work needed in the field of 
organization development (Porras & Robertson, 1987). 

We suggest three key implications relevant to the practice of plenned 
organizational change. First, change agents should focus on systematic 
change in work settings as the starting point in change efforts and on indi- 
vidual behavior change as a key mediator associated with organizational 
outcome change. Because intervention activity affects parts of a work setting 
other than those changed directly by the intervention, practitioners must 
insure that the various work setting changes are congruent with each other, 
sending consistent signals to organization members about the new beheviors 
desired. 

Second, the results for technology interventions indicate that negative 
behavior change does not necessarily lead to negative organizational out- 
come change. As suggested above, a negative change in behavior may be a 
short-term result of a change in technology (and may occur for other inter- 
ventions as well). If so, an important implication for anyone making deci- 
sions about the continuation or expansion of change projects is that initial 
negative effects on individual behavior should not be weighted too heavily 
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in such decisions. To the extent that organizational outcomes remain unaf- 
fected, the organization can wait out the negative behavior change until 
individuals “move up the learning curve,” or successfully adapt to the im- 
plemented changes. Eventually, behavioral problems may be overcome, gen- 
erating improvements in organizational outcomes as well, 

Third, efforts to extend this model would help increase the efficacy of 
planned change implementation. Well-developed theory would provide 
practitioners with a better basis for choosing interventions than simply their 
personal preferences, values, and styles. It would enable them to more ef- 
fectively monitor change efforts, indicating where breakdowns have oc- 
curred and providing guidance as to the adjustments necessary to get the 
programs back on track. In short, the ability to consistently intervene in 
organizational systems to enhance an organization’s functioning or individ- 
uals’ well-being could become more systematic and effective (Porras & Rob- 
ertson, 1987). 

This meta-analytic evaluation of one theoretical model is a step toward 
the development of a viable and useful change process theory. By establish- 
ing that previous research findings yield considerable support for the mod- 
el’s validity, our analysis provides justification for further efforts to test and 
develop the framework. 
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. IMPACT OF “ADVERSE SELECTION" ON MANAGERS’ 
PROJECT EVALUATION DECISIONS 
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Agency theory can be used to explain decisions to continue a failing 
project. The results of a decision-making experiment provide empirical 
support for the proposition that when the conditions for adverse selec- 
tion exist—an agent has private information and an incentive to 
shirk—such decisions, apparently irrational from a principal's per- 
spective, may be rational from the agent's perspective. 


The traditional approach to rational decision making derived from eco- 
nomic theory assumes a firm's managers will reach decisions that maximize 
the profitability of their firms. Managers should invest resources in the pro- 
jects projected to provide the greatest profits to a firm and then periodically 
evaluate the economic performance of those projects. They should continue 
the projects projected to be profitable and, to avoid losses, discontinue those 
projected to be unprofitable (Horngren & Foster, 1991: 366—380). 

Prior research has provided empirical support for the proposition that 
managers who initiate projects that become unprofitable are more likely to 
continue supporting those projects than managers who did not initiate them 
(Arkes & Blumer, 1985; Staw, 1976, 1981; Staw & Fox, 1977; Staw & Ross, 
1978). The rationale given for this seemingly irrational behavior is that the 
managers are trying to justify their past behavior. 

Agency theory, which provides an alternative theoretical perspective 
from which to view this problem, predicts how the availability of informa- 
tion and incentives influences managers' decisions. According to the prin- 
cipal-agent model, (1) agents will act in their own self-interest, (2) goal 
conflict can exist between principals and agents, (3) outcomes of managers’ 
decisions can be easily measured, and (4) agents are more risk-averse than 
principals (Eisenhardt, 1989). When managers have both private information 
(information about a project's projected future performance, for instance) 
and an incentive to shirk, or to act in their own self-interest at the expense 


1 Northcraft and Wolf (1984) proposed that the time-adjusted rate of return be used as the 
criterion for evaluating the economic performance of projects throughout their useful lives. We 
adopted that criterion, considering a project unprofitable if its incremental time-adjusted rate of 
return is below a firm's discount rate, which 1s the minimum acceptable return on investments. 
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of the principals’ interests, the problem of adverse selection is said to arise 
(Baiman, 1982, 1990; Eisenhardt, 1989). When adverse selection exists, the 
potential for goal conflict arises, and agency theorists predict that agents will 
act in their own self-interest, at the expense of their principals. They also 
predict that when these two conditions exist, the agent may view behavior 
that seems irrational from the principal’s point of view (such as continuing 
an unprofitable project) as rational. 

To consider this issue, we performed a decision-making experiment to 
examine the proposition that managers who initiate projects and subse- 
quently experience the conditions for adverse selection will be more likely 
than other managers to continue projects projected to be unprofitable. Find- 
ings supporting that proposition would imply that agency theory may pro- 
vide a new approach for investigating this phenomenon. In a more practical 
vein, agency theorists would posit that companies can avoid the adverse 
selection problem by developing (1) more complete information systems, 
thus eliminating private information, or (2) contingent incentive systems, 
which align the interests of principals and agents. 


THEORETICAL BACKGROUND 


Agency theory describes the environment of a firm in terms of overlap- 
ping sets of contracts in which one party (the principal) delegates work 
to another party (the agent) who performs that work (Eisenhardt, 1989). 
A frequently described agency situation is that which exists when a 
firm’s owners or shareholders, acting as the principal, hire the chief ex- 
ecutive officer to act as their agent to manage the firm. Of interest here, 
however, was the agency relationship that exists when a firm’s senior man- 
agement, acting as the principal, hires a relatively junior manager, acting 
as the agent, to manage specific activities of the firm (Kaplan & Atkinson, 
1989: 721). 

Agency theorists consider how incentives and the availability of infor- 
mation affect the relationships between principals and agents. Two different 
information conditions may exist in a firm. If a principal has complete in- 
formation with which to monitor an agent’s actions, all information is pub- 
lic, and a condition of information symmetry prevails. In this situation, a 
project manager with an incentive to shirk would not do so because the 
principal would know the agent was shirking. In such an environment, it is 
in the best interests of the agent to discontinue a failing project because the 
principal will also know the project is failing. 

When an agent has private information about the projected future per- 
formance of a project, the principal is unable to completely monitor the 
agent’s actions, and information asymmetry prevails. Here, the potential for 
goal conflict between the principal and agent arises. If, for instance, an 
agent’s reputation was hurt by a decision to discontinue a project he or she 
had started, the event would negatively affect the agent’s future career op- 
portunities, thus providing an incentive to shirk. In this situation, agents are 
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expected to reach decisions that maximize their self-interest at the expense 
of the principal’s interests. 

Kanodia, Bushman, and Dickhaut (1989) examined the problem of ad- 
verse selection in a project evaluation context. In their model, a manager 
chooses between continuing and discontinuing a project in light of informa- 
tion he or she privately obtains. This private knowledge also conveys infor- 
mation about the manager’s talent level. They argued that when managers 
discontinue a failing project, they reveal information that damages their 
reputations, which hurts their future job opportunities. They did not, how- 
ever, provide empirical evidence to support their contention. Accordingly, 
we formulated our study to examine this prediction: Project managers who 
initiate an investment and subsequently experience the conditions for ad- 
verse selection will, when compared with others, more frequently continue 
projects projected to be unprofitable. 


METHODS 


Subjects 


Of the 78 individuals who participated in the research, 54 were men and 
24 were women. The typical subject was about 30 years old, had eight years 
of business experience, and earned an annua! salary of about $38,000. All 
subjects were employed full-time and were enrolled part-time in an evening 
school M.B.A. degree program. They had completed a managerial account- 
ing course in which they were taught to use the traditional approach to 
rational economic decision making. We chose this population to avoid the 
limitations of previous studies in which subjects were undergraduate stu- 
dents with little or no business experience or formal training (Arkes & 
Blumer, 1985; Staw, 1976; Staw & Fox, 1977; Staw & Ross, 1978). Our sub- 
jects appeared to possess both the business experience and the educational 
background desired for the decision task used in the experiment. 


Design 


In designing our decision-making experiment, we incorporated the sug- 
gestions of various authors for improving prior studies. We provided both 
projected and historical financial information to the subjects (Leatherwood 
& Conlon, 1988). This information included the appropriate “hurdle rate" 
for investment decisions (the minimum acceptable return on investments) 
and the time-adjusted rates of return for several hypothetical projects (North- 
craft & Wolf, 1984), along with the opportunity cost of a decision to continue 
each project (Northcraft & Neale, 1986). Further, subjects encountered both 
situations in which it was advisable to continue a project and situations in 
which it was advisable to discontinue a project (Northcraft & Wolf, 1984). 
We gave descriptions of the scenarios with financial information to provide 
subjects with explicit economic projections (Bowen, 1987). 
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The subjects were asked to assume the role of a project manager who, 
because of a budding reputation for successfully managing projects, has 
recently received an offer of a more important position at a substantially 
higher salary from a competing firm. They were asked to evaluate four pro- 
jects, A, B, C, and D, to decide whether each should be continued or dis- 
continued. 

To control for individual differences, we randomly assigned subjects to 
one of two groups. The people in group two, the experimental group, were 
told they had initiated the four projects and were to be held responsible for 
the success or failure of each project. In addition, these subjects experienced 
the two conditions associated with adverse selection. Their instructions in- 
dicated that (1) as the managers of these projects, they possessed private 
information about the projects’ projected economic performance that was 
not available to others and (2) a decision to discontinue a project would 
cause others to believe it was a failure, thus damaging their reputations and 
causing a desirable external job offer to be withdrawn. The subjects in group 
one, the control group, were also told that they had initiated the four projects 
and were to be held responsible for their success or failure. However, these 
subjects did not experience the conditions associated with adverse selection. 
Their instructions indicated that (1) information about the projects’ pro- 
jected economic performance was readily available to others and (2) a deci- 
sion to discontinue a project would have no effect on their reputations or on 
the desirable external job offer. 


Decision Task 


The decision task required the subjects to decide whether each of the 
projects should be continued or discontinued. They received economic per- 
formance information for the initial four years of each project and were told 
that the prescribed hurdle rate used for evaluating such investment projects 
was 16 percent. If a decision was reached to discontinue a project, its assets 
would be sold for $100,000, which would be invested in government bonds 
to yield 10 percent annually for the following three years. In addition, we 
provided information on the future net annual cash inflows, the internal rate 
of return for the entire life of a project, and the internal rate of return for the 
remaining three years of each project’s life (Table 1). To expedite the data- 
gathering process, we instructed the subjects to accept the validity of all 
computations. The subjects indicated their decision responses by circling a 
number on a ten-point scale; this scale was divided at its midpoint, so a 
choice on the left side of the scale indicated a decision to continue a project, 
and a choice on the right indicated a decision to discontinue. 

On the basis of the information summarized in Table 1, the profits of the 
firm would be maximized by continuing projects A and C, since each had a 
projected internal rate of return during its remaining lifetime above the 16 
percent hurdle rate, and discontinuing projects B and D, each of which had 
a projected internal rate of return well below both the hurdle rate and the 
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TABLE 1 
Financial Information Presented 
Information Project A Project B Project C Preject D 
Future net annual cash inflows $100,000 $25,000 $45,000 £20,000 
Internal rate of return, entire 
project life 17.5296 17.2996 14.6196 13.0996 
Internal rate of return, remaining 
project life 81.84% — 2.0196 21.4596 — 38.09% 


rate of return of the alternative investment in bonds (Horngren & Foster, 
1991). The order in which the four projects were presented to the subjects 
was randomized.’ 

We asked the experimental group subjects to respond to the following 
manipulation check question: "Without looking back, how readily available 
is the interim information which indicates the success or failure of th» pro- 
jects?" Of the 39 respondents, 36 (9296) responded correctly to the question, 
indicating they were aware these economic projections were not available to 
others. Importantly, the findings discussed below remain the same when the 
various analyses are performed without data from the subjects who did not 
respond correctly to the manipulation check question. 


RESULTS 


The following demographic information was requested from the sub- 
jects: gender, age, supervisory experience, salary, and years of business ex- 
perience. We conducted a separate regression analysis for each case (A, B, C, 
and D) to determine if these demographic variables had any impact on re- 
sponses. In each regression equation, the dependent variable was the re- 
sponse made on the ten-point scale, and the independent variables were 
adverse selection (experimental or control group) and the five demographic 
variables listed above. Supervisory experience was coded as a dummwv vari- 
able (subjects either had supervisory experience or did not). The demo- 
graphic variables did not have a significant effect on the responses made for 
any of the four cases. 

According to our Brodicdon; the experimental subjects should have ex- 
hibited a greater tendency to continue projects B and D than the control 
subjects. Since projects A and C were projected to be profitable, our predic- 
tion didn't relate to them. 

We used a repeated-measures analysis of variance (ANOVA) to deter- 
mine if there were any differences between the responses of the subjects in 
the two groups. The between-subjects variable, adverse selection, had two 
levels. Case was a within-subjects variable with four levels (A, B, C, and D). 
The ANOVA revealed highly significant effects for adverse selection [F, e 


2 A complete copy of the research instrument may be obtained from the first author upon 
request. 
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= 24.38, p < .0001), case (F3 225 = 138.49, p < .0001), and an interaction of 
the two (F322, = 8.30, p < .0001). 

A t-test was used to further compare the two groups’ decisions; in the 
following summaries of results, means for the experimental group appear 
first. No significant differences were observed for project A (x = 1.68 vs. 
1.92, t = 0.78, p < .2175) and for project C (x = 3.23 vs. 3.42, t = 0.43, p< 
.3343). As predicted, significant differences were observed between the ex- 
perimental and control subjects for decisions on project B (X — 4.75 vs. 7.53, 
t = 5.15, p < .0001) and project D (x = 6.62 vs. 8.66, t = 3.76, p < .002). We 
consider these results supportive of our proposition. 


DISCUSSION AND IMPLICATIONS 


D 


The results of this experiment provide support for our proposition that 
when adverse selection exists, managers who initiated a project and are held 
responsible for its success or failure will tend to continue that project. These 
results imply there is merit to the proposal that adverse selection may in- 
fluence a manager's project continuation decisions, as the literature of 
agency theory suggests (Baiman, 1982, 1990; Eisenhardt, 1989). In this study, 
the existence of adverse selection influenced hypothetical managers so that 
they subsequently tended to continue unprofitable projects. The results im- 
ply such decisions can be explained in terms of rational economic decision 
making, with agents acting to maximize their self-interest at the expense of 
their principals. 

Although subjects in the adverse selection group tended to continue 
unprofitable projects, this tendency was by no means universal. In particu- 
lar, the results for project D, for which the economic predictions were more 
negative than for project B, indicated that although there was more of a 
tendency to continue this project in the experimental group than in the 
control group, the overall tendency was to discontinue the project. This was 
not true with project B. These results indicate that the conditions associated 
with adverse selection had more influence on continuation decisions when 
projections were not strongly negative. 

Some conclusions reached by Fox and Staw (1979) appear to be related 


TABLE 2 
Means for Decisions* 
Projects Control Group Experimental Group 
A 1.92 1.68 
B 7.53? 4.75 
C 3.42 3.23 
D 8.665 6.62 


* Values of 5 or less indicate a decision to continue a project; values of 8 or more indicate 
a decision to discontinue. 

P This value is significantly different from the comparable value for the experimental group 
(p < .01). 
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to our findings. After reporting that individuals who faced high job insecu- 
rity and high resistance to their policies tended to continue their commit- 
ment to an unprofitable course of action, Fox and Staw stated, "From the top 
of an organizational system, self-protective behaviors emitted at lower ‘evels 
are frequently viewed as defensive reactions. However, the same bekavior 
may be viewed by its source as highly rational and prospectively focused” : 
(1979: 467). Both Fox and Staw’s conclusions and the findings of this study 
appear to support Conlon and Leatherwood's (1989) suggestion that the ex- 
panded approach to rational decision making incorporated into agency the- 
ory may explain why a manager sometimes elects to continue a project that 
is projected to be unprofitable. The manager may be reaching a decision that, 
although contrary to the profit-maximizing objective of the firm, is razional 
from the manager's perspective. 

Agency theorists predict that both information asymmetry and an in- 
centive to shirk must exist for the problem of adverse selection to arise. 
Eisenhardt (1989) posited that there are two ways to curb the agent cppor- 
tunism associated with adverse selection. One way is to provide principals 
with information to verify agents' behavior; such information shoulc curb 
opportunism because the agents will realize that they cannot deceive the 
principals. The second way is to provide agents with an outcome-based 
contract that will “coalign the preferences of agents with those of the prin- 
cipal, because the rewards for both depend on the same actions and, there- 
fore, the conflicts of self-interest between principal and agent are reduced” 
(Eisenhardt, 1989: 60). 

The results of this study indicate that when the conditions associated 
with adverse selection are not present, people tend to make decisions that 
are in the best interests of their principal. However, in the present research 
design we did not consider the individual effects of these two conditions. 
Future research addressing this issue is desirable. Such a study should em- 
ploy a research design allowing researchers to determine the individual and 
joint effects of these two conditions in order to determine if adverse selaction 
behavior occurs only when both elements exist. This research, along with 
research designed to investigate the effect that outcome-based contracts have 
on curbing agent opportunism in an adverse selection setting, should prove 
beneficial in developing practical solutions to this problem. 

Although the subjects in this study were provided with both historical 
economic performance and economic projections, we made no atterapt to 
manipulate these variables. We therefore suggest that future research should 
also examine their separate effects. 

Our analyses indicated that supervisory experience and years ol busi- 
ness experience did not have a significant effect on the responses pf the 
subjects in this study. This lack of significance is not so surprising, given 
that prior studies have found that students with no business experience 
make decisions similar to those business people make (Mowen & Mowen, 
1986). Although our subject group did have the training necessary to make 
the type of decision required here, most of them did not routinely make such 
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decisions. Future research should employ different types of subjects, such as 
upper-level managers and stockbrokers, who make this type of decision as a 
part of their jobs, and determine how the conditions associated with adverse 
selection affect their decision-making behavior. We hope this research will 
stimulate others to a further examination of these issues. 
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SOME ORGANIZATIONAL CONSEQUENCES OF 
CEO SUCCESSION 


DANNY MILLER 
École des Hautes Études Commerciales and McGill University 


This longitudinal study examined the impact that chief executive of- 
ficer succession had on changes in the structures and strategy-making 
processes of some large corporations. The results indicate that succes- 
sion events tended to be followed by a diffusion of authority and, in the 
context of poor performance, by increased organizational information 
processing. New leadership was also associated with change, regard- 
less of direction, in most of the dimensions of structure and process 
assessed. 


The literature on chief executive officer (CEO) succession has focused 
mostly on the effects of changes in leadership on organizational performance 
(Allen, Panian, & Lotz, 1979; Brown, 1982; Carroll, 1984; Tushman, Virany, 
& Romanelli, 1990) and even stock prices (Beatty & Zajac, 1987; Reinganum, 
1985). But little is known about the impact that succession might have on 
organizations themselves: on the changes that occur in structure and deci- 
sion-making processes. This research revisits the longitudinal data base of 
Miller and Friesen (1980b, 1984) to look into the question of just what it is 
that new CEOs do differently from their predecessors. 


SCOPE AND VARIABLES 


The study examined what happened after leadership changed in 36 
mostly large, mostly U.S. corporations, each tracked using 20 years or more 
of secondary archival data. Miller and Friesen (1980b) examined 17 organ- 
izational variables, all drawn from a synthesis of the relevant literature, that 
group naturally into six basic dimensions of structure and process. The 
dimensions were intended to provide a rich description of organizational 
evolution. And, of particular importance here, changes in leadership were 
expected to have a major impact on most of those dimensions. 

The structural dimensions include intelligence systems, such as con- 
trols and internal communication networks; structural complexity, which 
encompasses interunit differentiation and the use of technocrats; and con- 
centration of power for making strategic and routine decisions. These three 
dimensions are respectively akin to the uncertainty reduction, differentia- 


The author would like to thank Peter H. Friesen, Jon Hartwick, and two anonymous referees 
for this journal for their helpful suggestions. 
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tion, and structural integration components of Khandwalla's (1973, 1977) 
model of organizational adaptation. They are also very prominent in inte- 
grative reviews of the literature by Jackson and Morgan (1982), Mintzberg 
(1979), and Van de Ven (1976). 

The dimensions of decision-making process include competitive azgres- 
siveness, that is, risk taking, ‘‘proactiveness,” innovativeness, and ada»tive- 
ness; intended rationality: the use of environmental scanning, analysis, long 
planning horizons, and multiplex perspectives in decision making; and in- 
tegration: the codification of and complementarity among elements of strat- 
egy, and the presence of unifying traditions. These dimensions were respec- 
tively suggested by Mintzberg's (1973) entrepreneurial, planning, and adap- 
tive modes of strategy making. Again, much prior research has dwellad on 
these dimensions (see the reviews by Fredrickson [1986] and Hart [1992]). 

New leaders were expected to differ from their established predecessors 
along four of the above dimensions: they would disperse power more 
broadly, improve intelligence systems, pursue greater intended rationa_ity in 
decision making, and decrease organizational integration. Also, I expected 
new leaders to promote more change than their predecessors, in either a 
positive or a negative direction, in all six dimensions of process and struc- 
ture. 


HYPOTHESES 
What New CEOs Do Differently 


Although their talents, personalities, and objectives vary, as do the chal- 
lenges facing their enterprises, it has been argued that new CEOs can be 
catalysts for change (Fredrickson, Hambrick, & Baumrin, 1988; Greiner & 
Bhambri, 1989; Grinyer, Mayes, & McKiernan, 1988; Hambrick & Finkel- 
stein, 1987; Hambrick & Fukutomi, 1991; Hambrick & Mason, 1984; Miller, 
1990, 1991, 1993; Tushman et al. 1990). Three common changes were ex- 
pected to follow the appointment of a new leader. 

Concentration of power. Long-tenured CEOs often accumulate much 
power and legitimacy (Mintzberg, 1983; Pfeffer, 1981). They develcp the 
freedom to centralize strategy making and the confidence to make key de- 
cisions unilaterally. Many such seasoned managers even get involved in 
routine details and begin to hoard authority over operating decisions (Miller, 
1990, 1991; Mintzberg, 1983). . 

Most new CEOs, however, do not have the experience, resources, or 
reputations of their predecessors. They spread decision-making autaority 
more broadly because they have to rely on other administrators for both 
political support and information (Hambrick & Fukutomi, 1991). New lead- 
ers must pay attention to building consensus behind their proposels. In 
addition, since few of them “know the ropes" very thoroughly, they must 
encourage subordinates to make day-to-day decisions within the latter's 
areas of expertise. Hence, compared to their predecessors, novice CECs will 
delegate more authority for both routine and strategic decision makirg. 
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Hypothesis 1: CEO succession will be correlated with a 
subsequent decrease in the concentration of power in an 
organization. 


Information processing. Many established CEOs become increasingly 
confident of their grasp of the challenges facing their organizations. They 
thus feel a declining need over time to gather information about their oper- 
ations and environments (Katz, 1982; Miller, 1991; Wells, 1962). According 
to Hambrick and Fukutomi, the sources of a CEO's information "become 
increasingly narrow and restricted" (1991: 725). Aguilar (1967) found that as 
CEOs develop their personal networks, they gather less external information 
and begin to rely more on traditional internal sources. Similarly, they spend 
less time than formerly in analyzing the threats and opportunities facing 
them and in marshaling the viewpoints of subordinates with different per- 
spectives. 

In contrast, most new CEOs know they are not as familiar as their pre- 
decessors with the practices and problems of their organizations. Nor are 
they usually as knowledgeable about as broad an array of functions and 
departments. As a result, they take less for granted. 

It is natural, for example, that new leaders and their staffs will look more 
carefully than their predecessors at their external environments and internal 
operations to find out what is going on, especially before making key deci- 
sions (Aguilar, 1967; Hambrick & Fukutomi, 1991). In formulating strategy, 
they may pursue greater rationality by scanning their markets thoroughly, 
analyzing alternatives extensively, and developing a multifaceted perspec- 
tive on issues (Fredrickson, 1986; Miller, 1987; Mintzberg, 1973). 

To aid in these pursuits, new CEOs may hone structural intelligence 
systems by devising acute controls and promoting extensive and open chan- 
nels of communication (Khandwalla, 1977; Miller, 1987; Simons, 1987; 
Wilensky, 1971). 


Hypothesis 2: CEO succession will be correlated with a 
subsequent increase in information processing through a 
greater use of organizational intelligence systems and 
greater intended rationality in strategy making. 


Organizational integration. Integrative devices are used to ensure that 
departments, managers, and decisions enjoy some degree of complementar- 
ity. Common traditions, explicitly articulated objectives, and strategies 
whose elements are harmonized all help integration, but they require organ- 
izational continuity and stability. As will be argued, established CEOs foster 
such stability. They have had the time, influence, and knowledge to develop 
powerful traditions and to craft explicitly códified and internally harmoni- 
ous strategies (Miller, 1990; Miller & Friesen, 1984; Tushman & Romanelli, 
1985). 

New CEOs, on the other hand, may be open to questioning and to ex- 
perimenting with existing goals and practices (Brockner & Rubin, 1985). 
Their notions of strategy will be more tentative than tbeir predecessors' and 
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hence less explicitly prescribed or articulated. Also, they may subject long- 

standing organizational traditions to scrutiny, thereby weakening pressures 

toward conformity. The resulting flux can destroy complementarity among 
, the elements of strategy. 


Hypothesis 3: CEO succession will be correlated with sub- 
sequent decreases in organizational integration. 


Succession and Inertia 


Hypotheses 1, 2, and 3 associate succession with specific changes in 
select aspects of structure and process. By contrast, the next hypothesis 
predicts that succession promotes absolute change— change in either a pos- 
itive or a negative direction — in virtually all aspects of organizations. 

Organizational structures and processes are often beset by a good ceal of 
inertia (Amburgey & Miner, 1992; Hannan & Freeman, 1984; Miller & Frie- 
sen, 1980a). Indeed, in recent conceptual work Tushman and Romanelli 
(1985) and Hambrick and Fukutomi (1991) have argued that a change in 
leadership is often a necessary precondition to significant change. There are 
a number of possible reasons for that contention. 

Attribution and commitment to the status quo. Established CEOs iden- 
tify with and often commit themselves publicly to the administrative ar- 
rangements that they have helped to design. Such commitment makes them 
reluctant to change as they wish to appear resolute and consistent (Brockner 
& Rubin, 1985; Staw, McKechnie, & Puffer, 1983). Experienced execatives 
also embrace the status quo because they attribute their success to existing 
policies. Conversely, they blame negative results on external factors, thereby 
fostering the belief that internal change is unnecessary (Bettman & Weitz, 
1983; Miller & Ross, 1975; Milliken & Lant, 1991). 

New CEOs, by contrast, usually have fewer vested interests in the status 
quo and hence are less wed to it (Hambrick & Fukutomi, 1991; Helmich, 
1975; Tushman et al., 1990). They can change things without the embarass- 
ment of reversing prior policies or commitments and without the pain of 
destroying cherished credos (Salancik, 1977).* 

Selective perception and focused attention. Established CEOs often be- 
come victims of selective perception and attention. Over time they learn to 


1 ft seems reasonable to assume that new CEOs recruited from an outside organization are 
more likely than those promoted from within to be independent of prior organizational policies 
and worldviews and to favor changes (Helmich & Brown, 1972). The former are less like'y to be 
socialized by the existing systems and practices of the company and so are more apt to parceive 
a need to change (Tushman et al., 1990). Unfortunately, these data did not allow tests of this 
assertion as there were too few cases (six) in which an outsider was appointed to the position 
of CEO. Perhaps this lack is due to the conservatism of the industries examined and the fact that 
promotion from within was more common during the early periods studied than it is today. 
Also, during some of the long-past early periods of firms such as Whitin Machine Works, 
Macy’s, and Waltham Watch Company, it was impossible to know whether the newly appointed 
leaders had had prior experience with the firm. 
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depend on the sources that have proven most useful in the past, and this 
narrowing in their sets of advisors, routines, and information systems blinds 
them to the need for change (Miller, 1993; Starbuck, Greve, & Hedberg, 
1978). Moreover, many such sources draw attention to only one or two 
indicators, often outdated ones, that shed the best possible light on existing 
methods and processes (Starbuck, 1985). 

Most new CEOs have fewer established assumptions and data bases than 
their predecessors. Their relative inexperience motivates them to search 
more broadly for untraditional and external sources of information through 
which they might discover key challenges (Aguilar, 1967; Hambrick & Fuku- 
tomi, 1991). Such sources can make a need for change apparent. 

Making their mark. Experienced CEOs are often content to leave things 
as they are. They have had ample time to shape their organizations according 
to their wishes. Also, because the status quo has been so kind to many of 
these leaders, they will usually want to preserve it. And their power will give 
them the means to do precisely that. But new CEOs may feel that in order to 
gain respect, they need to make some changes and chart new paths. They 
also may want to align their firms more closely with their personal priorities 
(Miller, 1990). 

The above arguments suggest 


Hypothesis 4: CEO succession will be correlated with sub- 
sequent change in virtually all dimensions of structure 
and process. 


METHODS 
Data 


An economical way to obtain rich details on the long-term evolution of 
organizations and their environments is to use historical records in the pub- 
lic domain. Miller and Friesen (1984) compiled the histories of 36 compa- 
nies, each tracked for at least two decades. Some firms were traced back to 
the late 1800s, others only back to the early 1950s. Firms were selected on 
the basis of the availability of public information concerning the emergence 
of their strategies, processes, structures, and environments. This study 
group, then, is biased toward well-known survivors. The Miller and Friesen 
(1980b, 1984) data base was used for this study, but better data on succession 
and performance were generated. 

Data sources included dozens of books and annual reports and hun- 
dreds of newspaper and magazine articles. These were used to map the 
history of each firm, highlighting all the major decisions, events, and de- 
scriptions of structure and process. Miller and Friesen (1980b) identified the 
firms studied and some of the published data sources used. Firms were 
mostly U.S. companies of medium or large size, and they came from a wide 
variety of mature industries. All had experienced at least one succession 
event. 
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The six organizational dimensions and their component variables were 
discussed above. Miller and Friesen (1984) also measured three environmen- 
tal variables. These included uncertainty, or the degree and unpredictability 
of change in markets; hostility, or the amount of competition and scarzity in 
an environment; and heterogeneity in the markets served by a firm. Descrip- : 
tions of the variables and scoring procedures appear in Miller and Friesen 
(1984). 

All variables were rated along seven-point scales in which a value of 1 
indicated that at a given time a firm rated “much lower" along the variable 
than other firms in the study group, a value of 4 represented “about average,” 
and a value of 7 indicated "much higher." Performance was also measured 
(see the end of the Methods section), as were aspects of context, such as the 
duration of the period of analysis, its starting date, the age of a firm, and 
whether a change in CEO had occurred at the start of the period. 


Partitioning and Evaluating the Historical Data 


It was necessary to partition the lengthy histories into intervals over 
which to measure change. Sometimes earthshaking organizational revolu- 
tions happen in a matter of months; at other times, structure and process 
remain stable for many years (Chandler, 1962; Hinings & Greenwood 1988; 
Pettigrew, 1973; Rumelt, 1974). Standard intervals might capture nothing of 
relevance during quiet periods but might conceal opposite changes that can- 
cel each other during times of flux. Thus, the length of the periods of analysis 
was allowed to vary. 

Before evaluating the accounts, the raters identified from the corporate 
histories major decisions and events, such as CEO successions, reorganiza- 
tions, new strategies, and major changes in environments. Raters weze told 
to begin a period just before the emergence of (1) a change in leadership— 
that is, the appointment of a new CEO; (2) a new strategy—for example, a 
firm's entering a major new market, adopting a new core production or 
process technology, introducing a significant new product, using a very 
different marketing approach, or making a '"frame-breaking" merger or ac- 
quisition; or (3) a new structure—for example, materially modified power 
distribution and reporting relationships, new sets of control, plannirg, and 
reporting procedures, and major new departments or divisions. À new pe- 
riod could also be triggered by (4) a major change in the external erviron- 
ment of a firm, such as a dominant new design or technology or deregulation 
of an industry. 

Once a period was begun, it was continued for at least four years to 
allow something of consequence to happen along the variables of irterest. 
Sometimes, however, firms were in a “holding pattern," undergoing no dis- 
cernible changes in strategy, structure, or environment within that interval. 
Then periods were extended until any four variables, including those as- 
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sessing environment, altered. However, to prevent opposite changes from 
canceling each other, periods were terminated even before four years had 
elapsed if any change reversed itself —for instance, if a leader was replaced 
or if a major restructuring or policy reversal occurred. The end of one period 
always coincided with the beginning of the next. 

Variables measuring environment, structure, and strategy making were 
rated at the beginnings and ends of the periods. There were 165 such points, 
which gave rise to 165 profiles of ratings along the 20 variables. These 
yielded 129 periods of history across which to measure change (165 less the 
36 initial firm profiles). m 

For a randomly selected half of the histories, two independent raters 
working double-blind defined period boundaries and rated variables. In 86 
percent of those cases, the raters agreed upon the period boundaries; when 
there was disagreement, the shorter period was used to avoid obscuring 
offsetting changes. 

Raters were given detailed definitions and examples to use in assessing 
the variables. Interrater reliabilities averaged 0.87 for the 65 profiles rated. In 
only 4 percent of the cases did values differ between raters by more than two 
points on the seven-point scales. Ratings were averaged.in cases of disagree- 
ment. Missing data accounted for 4 percent of the observations. Numerous 
precautions were taken to ensure the validity of the data and the robustness 
of the findings. 

Validity test questionnaires. To guard against common method variance 
and ensure the validity of the data, the top executives (presidents, CEOs, or 
chief operating officers) of 12 of the 36 firms were polled —those who had 
not yet retired and had been with their firms at the vice presidential level or 
higher during at least one period of analysis. Ten of these executives re- 
sponded, one per company. Executives were asked to complete a question- 
naire gauging the changes that took place along all of the variables during the 
most recent period for which data were available. 

On a 1-to-7 scale on which 1 represented a great decrease and 7 a great 
increase, rater and executive respondents agreed 85 percent of the time on 
the direction of a change. There were two types of significant disagreements: 
one respondent might report no change (4) and another a notable increase or 
decrease, and respondents might disagree on the direction of change. The 
former type of disagreement occurred for 13 percent of the ratings, the latter 
for only 2 percent. 

The company effect. The unequal number of periods assessed per firm 
could have biased the results. To rule out such bias, a categorical variable 
was defined with 36 categories, one per firm, and analyses of variance were 
run on all the performance and dependent change variables to determine if 
firm identity had any effect on the pattern of evolution. Results of only one 
of the 20 analyses—that for change in the use of technocrats— reached sig- 
nificance. 

The serial correlation effect. The serial correlations for the change vari- 
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ables were very modest indeed, and the Durbin-Watson statistics were per- 
` fectly acceptable for all analyses. 

The period duration effect. Because the periods of MN were not of 
equal duration, we took pains to establish how that variation might influ- 
ence the findings. The analyses used to test the hypotheses were conducted 
three times (those for the total study group are reported in Tables 3 and 4). 

The last few years of long periods can be so far removed from succession 
events that they might hardly differ from periods that do not follow succes- ` 
sion. Moreover, even the nonsuccession periods could show considerable 
change after lengthy intervals, thereby obscuring any differences resulting 
from changes in leadership. 

Data were split at the median according to period duration and all anal- 
yses were performed again on both halves. The first group included only 
periods of five years or less (N — 63, x — 3.8, s.d. — 1.1), and the second 
included all other periods (N — 49, x — 9.5, s.d. — 3.4). Findings ior the 
shorter periods support the hypotheses more strongly and closely replicate 
those for data as a whole. These analyses are available upon request. 


Grouping the Variables 


The correlation matrix appears in Table 1. All 17 structural and process 
variables were factor-analyzed to determine whether the empirical group- 
ings would correspond to the six dimensions of the hypotheses using or- 
thogonal "varimax" rotation. An eigenvalue cutoff criterion of 1.0 and a 
scree test indicated that a four-factor solution was optimal. As is evident 
from Table 2, the loading pattern was very clear. The four factors collectively 
accounted for 72 percent of the variance in the data. 

The factors to emerge are as follows: information processing, which 
encompasses the intelligence systems and intended rationality dimensions; 
competitive aggressiveness; structural complexity; and power concentra- 
tion. No integration factor emerged. 

Hypotheses were tested via the composite factors, not individual vari- 
ables. Scores for the factors were calculated using only variables with abso- 
lute value loadings of 0.70 or more on their corresponding dimensions.: 
Values for the variables used to calculate the factor scores are boldzace in 
Table 2. Variables that had no distinct loadings, such as futurity (decision 
time horizons), or that loaded on an unanticipated factor (e.g., integration) 
were not included in computing the scores for the factors. 

Although Hypothesis 2 concerned two information-processing dimen- 
sions—-intelligence systems and intended rationality— both variables were 
highly correlated (r — .83) and loaded on the same factor. Hence, a single 
factor composite was used to test the hypothesis. Since a distinct integration 
factor did not emerge, Hypothesis 3 could not be tested.? 


? Results for two of the three individual integration variables did support Hypotheses 3 and 
4. These findings are available from the author. 
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Control Variables 


In testing the hypotheses, it was necessary to control for extraneous 
conditions that might influence the dependent variables or have some rela- 
. tionship to succession. Certainly, the duration of the periods of analysis 
could influence the amount of change that took place. Also, the age of a firm 
might be negatively related to the amount of change that occurred, with 
older firms being more conservative (Zaltman, Duncan, & Holbek, 1973). 
Date is also important since the more recent periods may display more 
change than the earlier periods which happened in times of greater stability 
(Schon, 1974). Moreover, increases in environmental uncertainty and hos- 
tility may provoke organizational change (Lawrence & Lorsch, 1967; Thomp- 
son, 1967). Finally, good presuccession performance can discourage change 
(Milliken, 1990), whereas fine postsuccession performance can finance 
change (Zaltman et al., 1973). All these factors were controlled for in the 
regression analyses.? 

Given the diversity of industries and historical periods studied, perfor- 
mance could be assessed only approximately and in relative terms. From 
published sources, raters first estimated average profitability and growth in 
sales for each period of analysis. A firm was classified as successful (a value 
of 1 on a dummy performance variable) only if both indicators were higher 
than the industry average or the performance of leading competitors. Sev- 
enteen ambiguous or mixed performers were dropped from the study, leav- 
ing a group of 112 periods: 40 periods that followed succession, and 72 that 
did not. 


RESULTS 


Results of the first multiple regression analysis (Table 3) indicate that 
the relationship of succession to change in the power distribution was sig- 
nificant at beyond the .01 level with all of the control variables in the equa- 
tion. As predicted by Hypothesis 1, periods of succession were indeed as- 
sociated with a widening dispersion of power. 

Succession was not related to increases in the use of information pro- 
cessing. This finding suggests that Hypothesis 2 was too general: succession 
might only promote information processing where it is most needed —in a 
context of poor performance. À moderator term that was the product of the 
succession variable and performance confirmed that succession was most 
likely to boost information processing after a firm's performance had been 
poor. Adding the moderator to the model increased the value of R? by .03 
(F = 2.78, p < .10). 


3 A comparison of factor and variable means for the succession and nonsuccession sub- 
groups at the start of the period revealed that the former scored significantly lower on the 
assertiveness factor. Other factors did not differ between the subgroups, nor did the perfor- 
mance histories, environmental variables, or period durations. 
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TABLE 3 
Impact of Succession on Changes in Structure and Process 
Variables Power Concentration Information Processing 
Succession —.36*** .06 
Past performance .06 —.71*** 
Change in uncertainty —.17 .06 
Change in hostility .08 .38** 
Current performance .26* .36** 
Date .04 —.09 
Period duration .03 — 11 
Age DS .09 
R? x .20 .41 
F 2.76 5.22 
p .009 .000 
tp< .10 
*p < .05 
**p«.01 
*** p < 001 


Some of the control variables also demonstrated important relationships 
with organizational changes. It is interesting that past success had a nezative 
impact on information processing; it appeared to induce complacency. Par- 
adoxically, however, information processing was associated with e high 
level of current performance. 

Hypothesis 4 predicts an association between succession events and an 
increase in organizational change in either direction. The multiple regres- 
sion analyses shown in Table 4 therefore took as their dependent variables 


TABLE 4 
Impact of Succession on Absolute Change in Structure and Process 
Power Information Structural Competitive 
Variables Concentration Processing Complexity Aggressiveness 
Succession .42** .29** 06 23** 
Past performance —.19t — .43** ~ 02 —.17 
Change in uncertainty .03 —.03 11 KEN 
Change in hostility 01 14 .05 — 14 
Current performance 16 7 15 —.01 04 
Date 15 12 .26** 13 
Period duration —.10 —.04 .20 —.05 
Age —.02 —.02 —.03 — 02 
R? g .24 .24 .13 .13 
F 3.49 2.37 1.88 2.77 
p .001 .028 .072 .008 
tp«.0 
*p«.05 
** p « 01 
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the absolute values of the changes in the four dimensions. The same controls 
were incorporated as for Table 3. 

Succession was positively associated with the level of change for three 
of the four factors (all at beyond the p « .01 level). Only changes in the 
complexity factor— which tended always to be extremely minor— were un- 
related to succession. 


CONCLUSIONS 


CEO succession appears to have an important influence on the way an 
organization evolves. New CEOs are more likely than their predecessors to 
disperse power and to process more information in response to poor perfor- 
mance. These findings suggest that succession might have some benefit 
where there is overcentralization and where there is a need to hone organ- 
izational intelligence. 

But the most striking finding is that succession is associated with 
change, regardless of direction, in a wide variety of organizational dimen- 
sions. Increases and decreases in power dispersion, information processing, 
and competitive aggressiveness all appear to be especially likely after the 
appointment of a new CEO. 

Indeed, succession seems to break organizational momentum. If so, it 
may be most useful when organizations are experiencing dangerous strategic 
stagnation, when their environments are changing, and when performance is 
deteriorating. But when strategies are adaptive and there is a good deal of 
continuity in an environment, the changes associated with succession may 
do more harm than good. Subsequent researchers might wish to examine the 
performance implications of succession in such different organizational and 
environmental contexts, taking care to gauge the changes actually being 
made by the new leaders. 

Although our findings are suggestive, it is appropriate to point out some 
limitations of this study. First, the study group is biased toward well-known 
companies in mature industries, and all histories terminated before the mid- 
1970s. Also, there were few outsider successions. Finally, the organizational 
and performance data were of necessity comparative and unrefined. Subse- 
quent studies should attempt to overcome these limitations. 

Most past research has been so preoccupied with linking succession to 
performance that it has failed to examine what new leaders do. More work 
that tracks organizations to determine just when and how new leadership 
changes structure, process, and strategy is called for. Further studies might 
also examine the consequences of such changes in different contexts. Until 
that is done, the sages of succession will continue to find themselves talking 
about different parts of the organizational elephant. 
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SPECIAL RESEARCH FORUM CALL FOR PAPERS: 
INNOVATIVE APPROACHES TO 
INTERCULTURAL/INTERNATIONAL 
MANAGEMENT RESEARCH 


The Academy of Management Journal is pleased to announce a call for a special research 
forum on Innovative Approaches to Intercultural/International Management Research. Guest 
co-editors for the forum will be Christopher Earley and Harbir Singh. 

The globalization of management, organizations, and industrial systems has enhanced the 
role of international issues in business and management. Greater international competition and 
increasing spread of a firm’s activities across borders have helped diffuse the once clear dis- 
tinction between national and international issues. This change is reflected in part by the 
increasing research on globalization of markets and manufacturing, differences in cultural ori- 
entations between countries, and international strategies for building and exploiting competi- 
tive advantage. Scholars conduct this research using highly varied methodologies, ranging from 
laboratory experiments and large-scale field surveys to sophisticated analyses of the intercon- 
nections between country characteristics and firm performance. However, this growing and 
important fleld of inquiry needs the development and use of research paradigms and method- 
ologies that capitalize on the unique aspects of international issues (as opposed to the appli- 
cation of paradigms and methods developed within a single culture or nation). Thus, new 
paradigms are needed in which the specific attributes of diverse cultural or national groupings 
are incorporated into the theoretical model, along with a methodology that capitalizes on these 
features. 

One of the purposes of this special research forum is to synthesize and extend knowledge 
regarding the conduct of international and intercultural research. Such research typically in- 
volves the analysis of practices of various groups or collectives across national boundaries (as 
opposed to contrasts of cultures that vary across particular organizations, but within a common 
societal culture). Thus, we seek to encourage innovative research that enhances understanding 
of the theoretical and empirical role of culture and national origin in management phenomena. 
As a result, the forum will showcase management research that will serve as a guide to future 
study of intercultural and international management. 

Beyond intercultural issues, understanding the conduct and performance of firms engaged 
in international competition is also important. National institutions and social conditions have 
a significant role in evolution of firms and in the development of their key.strateglc resources. 
National patterns in firm strategies may persist even as financial, product, and labor markets 
continue towards globalization. The long-run implications of such differences in firms and in 
sources of competitive advantage need to be understood. 

The ideal paper for this forum might take a number of diverse forms. For example, research 
focusing on the relation of cultural values such as the concept of face and its relation to the 
provision of feedback in a performance appraisal context would be appropriate. Likewise, 
research focusing on the cultural, organizational, and/or strategic reasons for differences in 
risk-seeking behavior by organizational members or subunits in an international context would 
also be appropriate. Other examples may include the analysis of diversification and vertical 
integration patterns of multinational firms (including the role of alliances), examination of 
country patterns in entry strategy, intercultural differences in organizational practices (e.g., 
human resource management), intercultural differences in management of innovation, and the 
design and strategic management of multinational corporations. Our primary interest is to 
encourage submissions from all Academy divisions and diverse disciplines that provide inno- 
vative ways of addressing international management interests. 

In preparing manuscripts, authors should follow standard requirements specified in AMJ's 
“Style Guide for Authors." Cover letters should request that papers be considered for this 
special research forum. Five copies should be sent to the main Academy of Management 
Journal office. Papers must be received no later than September 1, 1993. All submissions will 
be blind reviewed in accord with AMJ's normal review process and criteria. Prospective con- 
tributors desiring further information may contact Chris Earley at (714) 856-6921, or Harbir 
Singh at (215) 898-7722. 
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SPECIAL RESEARCH FORUM CALL FOR PAPERS: 
INTRA- AND INTERORGANIZATIONAL 
COOPERATION AND COORDINATION 


The Academy of Management Journal is pleased to announce a call for papers for € special 
research forum on Intra- and Interorganizational Cooperation and Coordination. Gest co- 
editors for the forum will be Susan Ashford, Stephen Carroll, and Ken G. Smith. 

Management theory and research have relied heavily on the concept of "competition" to 
explain virtually all aspects of successful management. From ideas on how to gain acvantage 
over rivals in strategic management, to designing compensation packages for enhancing indi- 
vidual performance in human resource management, the notions of “winning” and “ ndivid- 
ualism" are central and highly valued. Indeed, this reliance is so widespread, it & rarely 
questioned. However, for a number of complex reasons (e.g., the decline in U.S. competitive- 
ness, increased globalization, the rise of the European Community, and the persuasive irfluence 
of Asian management practices), it is time to recansider this perspective. 

Therefore, theory-testing papers are requested that focus on various aspects of coordination 
and cooperation at all levels of organizational functioning. This can include cooperation and 
coordination among organizations, among units within organizations, and among ind-viduals 
within groups. Although research and theory on these issues is relatively sparse in the man- 
agement literature, there is a large literature in the supporting disciplines of economics, social 
psychology, sociology, and political science from which management scholars can drew. 

The ultimate goal of this special research forum 1s to improve our understanding of the role 
and value of cooperation and coordination, and how it can be achieved, both within and 
between organizations. Thus, the topics considered should seek to advance our know-edge of 
cooperation/coordination and/or demonstrate new facets of the subject and their applicability. 
Submissions that integrate across micro and macro areas are particularly encouraged. 

This research might include topics such as the alternative forms of cooperation/ 
coordination, the psychological or relational base 5n which cooperation is built, elemeats that 
facilitate and impede cooperation, and organizaticnal consequences of cooperation. Mere spe- 
cific examples that would fit the cooperation/coordination domain include research that ex- 
plains the ideal compensation package for enhancing harmony between work groups or indi- 
viduals, studies on how to build and enhance trust between individuals, groups, or osganiza- 
tions, or studies that Identify how managers can azhieve coordination and cooperation among 
competing business units in domestic and internetional settings. Studies might also focus on 
the various forms of cooperation, from trade associations and formal alliances at the macro 
level, to job design and project team structure at che micro level. These illustrations ere sug- 
gested only to spark creativity, not to constrain th» types of issues addressed. 

In preparing manuscripts, authors should follcw standard requirements specified im AMJ's 
"Style Guide for Authors." Cover letters should request that papers be considered or this 
special issue. Five copies should be sent to the main office of the Academy of Manazement 
Journal. Papers must be received no later than Septamber 1, 1993. All submissions will te blind 
reviewed in accord with AMJ's normal review process and criteria. Prospective contributors 
desiring further information may contact Susan Ashford at (313) 763-1091, Stephen Carroll at 
(301) 405-2239, or Ken G. Smith at (301) 405-2250. 
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